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Utility Executives’ Compensation 
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The Transit Coupon-redemption Plan 
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Addresses on Public Utility Problems—Public 
Utility Law Section—American Bar 
Association — Appendix 
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The design work on all these new 


substations is going to be hard Ass :cia 


to handle with our present force. GIVE YOUR... 
OPERATIONS TO PIONEER 


Design and Consulting 
Engineering Services 
Pioneer has specialized in design- 


Of course! They have enough ing power plants for 56 years. It 


, . : offers design service for fossil fuel, 
to do handling routine duties. hydro and atomieemiants. Itewil 


Why don’t you call in Pioneer? also assist in forecasting load 
growth, in site selection, in pur- 
chasing and expediting of equip- 
ment and in supervising construc- 
tion. Pioneer's other services in- 
clude substation, transmission and 
distribution studies and design. 


Services in Regulatory Matters 
Pioneer offers its services in all 
phases of Federal, State and Local 
regulation including the rate base, 
depreciation analysis, cost of serv- 
ice Studies, market analysis... 
certificate proceedings and rate 
of return. 


Corporate Services 
Pioneer's services in corporate 
matters include business and man- 
agement engineering advice, finan- 
cial, accounting and tax counsel 
and insurance and pension plans 
and programming. It operates a 
stock transfer and dividend dis- 
bursement service and maintains 
stock ledgers when desired. 
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CONVENTIONAL Models 400, 500, TANDEM Models T700, T800, 
600, 700, 800, 900 —G.V.W.’s to T900 —G.V.W.’s to 49,000 Ibs. ; 
30,000 Ibs. ; G.C.W.’s to 65,000 Ibs. G.C.W.’s to 65,000 Ibs. 





tarive the new I959 
JowerC,/ant 


CHANGES... 
WHERE THEY COUNT! 


New performance! 
New comfort! 


Look into the cab—look into the chassis! Wher- 
ever you look in the new 1959 Dodge trucks, you'll 
find changes that mean something. New conven- 
ience, for instance, in suspended brake and clutch 
pedals, and hydraulically operated clutch. New 
heavy-duty electrical system. Greater depend- 
ability. Increased G.V.W.’s on tandems. Concealed 
running boards on medium-tonnage models. 


You’ll find new cab comfort, too, and better 
heaters. Plus new instrument panels designed 
especially for medium- and high-tonnage 
requirements. 


Ask your dealer about all the new Power Giant 
advancements. And about the new network of 
Dodge Truck Centers that let him give quick 
delivery of any Dodge truck to meet your exact 
needs. Plus hurry-up parts service. See him soon! 


x *& * 


Striking new Dodge low-tonnage models! 
This spirited new Sweptline Pick-up leads a com- 
plete line of new 1959 Dodge low-tonnage trucks. 
Advanced models for every need, from 5,100 to 
10,000 Ibs. maximum G.V.W. 


poe) °).\ Ae 
iT’S REAL SMART 
ae dm od, [ol eo}-) —m ele) ele) 5 
POWER GIANTS 


EL-D':iVE Models W100, FORWARD-CONTROL 
W300 W300M, W500 — Models P300 and P400 
-$ to “0,000 Ibs. G.V.W.’s to 15,000 Ibs. 





with the Codetors 


fe this issue we present, according to 
the custom followed by this magazine 
in recent years, the text of the addresses 
delivered at the Section of Public Utility 
Law of the American Bar Association 
during its convention in Los Angeles last 
August. These addresses, by distinguished 
utility specialists in the field of public util- 
ity law, are to be found in the Appendix 
(beginning on page 792). The quality of 
these thoughtful statements by the mem- 
bers of the bar engaged in regulatory prac- 
tice will be found to measure up to the 
usual standard of excellence attained in 
former years. For that reason, readers 
may want especially to preserve this par- 
ticular issue for future reference. 


ONE is impressed by the wide range of 
subjects included in the program of the 
American Bar Association, Section of 
Public Utility Law. From the complex 
regulatory problems of atomic energy de- 
velopment in the electric field to the diffi- 
cult economic plight of the railroads, these 
Los Angeles papers carefully and objec- 
tively analyze a variety of regulatory sub- 
jects. 

IF one might indulge a slightly facetious 


reference, our readers can find a real bar- 
gain here. Legal opinion, particularly from 


FERGUS J. MCDIARMID 


LAWRENCE S. MUNSON 


high-grade specialists in any field of law, 
is never noticeably inexpensive. But here 
we have a collection of papers from top- 
grade lawyers talking to each other—for 
nothing! We suggest that our own readers 
therefore share the benefits of this oppor- 
tunity by reading such words of wisdom, 
in the accompanying Appendix, as may be 
found helpful in their own respective af- 
fairs. 


—_— to the value of this bargain are 
several fine articles in the first section 
of this issue. There is, for example, the 
opening article by Fergus J. McDrarmn, 
vice president of The Lincoln National 
Life Insurance Company. In keeping with 
the usual high caliber of his contributions 
which have appeared in this maga ine 
from time to time, Mr. McDrarmip iiere 
has given careful consideration to the 
real problem facing public utility ¢om- 
panies in raising necessary capital to ‘ake 
care of plant expansion. 


It is a paradox that notwithstandin : an 
almost perfect record for paying inte est, 
the public utility bonds like other bh: nds 
are not favorites in today’s volatile fi \an- 
cial market. In fact, it would not be a:uiss 
to say that bonds are becoming wall! ow- 
ers while common stocks seem to g: 
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Whether in general operations, financing, engineer- 
ing or other business matters, the consulting and 
advisory services of Commonwealth can be of mate- 
rial assistance. 

These services are integrated with the plans 
and policies of client management in accomplish- 
ing the desired objectives. Commonwealth experi- 
ence is built on work covering many states and 
companies, in operations varying from a few em- 
ployees to thousands, and in projects from a few 
dollars to many millions. 

Commonwealth is an independent organization 
built on a business record of 50 years, and wholly 
owned by officers and employees. 

Let our booklet tell you more. 


FINANCIAL TAXES 
RATES DEPRECIATION 
INSURANCE ACCOUNTING 


MONWEALTH SERVICES INC. phage 


k,N. . Jackson, Mich. Washington, D.C. Houston, Tex 
30¢ PARK AVENUE, NEW YORK 22, NEW YORK 


OM'ONWEALTH ASSOCIATES INC. 


JACKSON, MICHIGAN 


The <ommonwealth Professional Engineering Organization 


CORPORATE 

PENSIONS AND WELFARE 

BUSINESS DEVELOPMENT 

INDUSTRIAL RELATIONS 

PUBLIC RELATIONS 

STOCK TRANSFER 

PROXY SOLICITATIONS 

GENERAL CONSULTATION 

ENGINEERING— 
CONSULTING AND DESIGN 








MCKENNA 


WILLIAM J. 


to giddy heights when gauged by conserv- 
ative relationship to yield. Mr. Mc- 
D1arMIp has some good advice for public 
utility financial men who must adjust their 
bond financing to meet the requirements 
of the insurance companies and other in- 
stitutional bond investors—which seem to 
be shaping up as the only extensive and 
reliable bond market for public utility 
bonds. 


ewe month there appeared in the Har- 
vard Business Review a general re- 
port covering over eighteen major indus- 
tries and 600 of the country’s top com- 
panies. The subject of this report was a 
survey of compensation paid to executives. 
It was prepared by McKinsey & Com- 
pany, Inc., management consultants, from 
sources such as annual reports, proxy 
statements, SEC files, ete. 


As a specialized by-product of this over- 
all survey, LAWRENCE S. Munson of the 
McKinsey firm and one of the specialists 
working on the overall data, made an 
analytical study of compensation of public 
utility executives. He used as a base a 
number of representative utility com- 
panies. The resulting comparisons to be 
found in his article on “Utility Executives’ 
Compensation,” beginning on page 742, 
are clearly, graphically, and objectively set 
forth with suitable text and charts. 


Mr. Munson is a graduate of Harvard 
University and Harvard Law School. He 
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PAGES WITH THE EDITORS (Continued) 


is a member of the New York bar where 
he practiced for several years with the 
well-known firm of Willkie, Owne, Far-, 
Gallagher & Walton. During World Wer 
II and during the Korean War he serv: | 
as a staff officer with the U. S. Air Fore... 
He is now a staff member of the M - 
Kinsey organization. 


- oe ok Oe 


— J. McKenna, whose artic e 
on the unusual combination of 
transit fares and free soap coupons begi::s 
on page 746, is assistant professor of ec )- 
nomics at Temple University in Philad:|- 
phia. He is a graduate of the Whart:n 
School of the University of Pennsylvania 
(BS, ’36; MS, ’38; PhD, ’51). He has 
been a member of the faculty of Temple 
University since 1946. He has taught pub- 
lic utility courses, as well as general 
courses on economics and political science. 
He has also testified in cases before the 
Pennsylvania Public Utility Commission. 


Ir is easy to understand how the “free 
coupon” inducement for advertising soaps 
and detergents would make its appeal pri- 
marily to the transit industry. That is a 
utility service which is suffering from a 
diminishing patronage. However, it chal- 
lenges one’s imagination to think what 
would happen if this technique were ap- 
plied to other forms of utility service, 
such as gas or telephone. The tie-in be- 
tween food products and gas cooking is 
obvious. Telephone communication could 
be tied in with almost anything. Perhaps 
it is just as well that these are expanding 
services which do not need the incentive 
of free coupons to keep their usage grow- 
ing. Will the day ever come when we wa!k 
into a department store and find that 1 
box of cigars or a carton of cigarett«s 
contains coupons entitling us to make telv- 
phone calls? Or will the food chains evi r 
put out coupons which are good for cred | 
on our other utility bills? We think not- - 
not for a long time anyhow. 


THE next number of this magazine w | 
be out November 20th. 


Nhe Oclitgre- 
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—take advantage of the unique properties of Kerite insulation. Let a Kerite engineer explain why no 
other cable can equal Kerite’s performance in actual service, dependability, and long-time economy. 
Kerite cables are designed for a variety of applications and operating conditions, and are available 
in forms and finishes best adapted to your requirements. Be sure. Specify Kerite. 


Our headquarters is at 30 Church St., New York 7. Branches in Ardmore, Pa., 
Boston, Cleveland, Chicago, Houston, San Francisco, St. Louis, Glendale, Cal. 


KERITE CABLE 
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Coming IN THE NEXT ISSUE 


(November 20, 1958, issue) 
> 


WANTED: PRACTICAL LIAISON BETWEEN UTILITIES AND HIGHWAY 
AUTHORITIES 


This is an exchange of views between spokesmen and representatives of various public 
utility companies—gas, electric, telephone, and water—and federal and state highway 
authorities. It deals with the advantages of establishing a practical liaison between L 
highway authorities and public utility industries (both publicly and privately owned) NY 
and others affected. NY 


E. R. Lockhart, vice president of Stone & Webster Service Corporation, introduces 
the subject, with special emphasis on the problem of relocating utility facilities as the ~ 
result of federal-aid highway construction. While this general problem has been recog- bi 
nized in many quarters, it is doubtful if very many people, including public utility 
company people themselves, fully appreciate the complications involved, especially 
near the approaches to larger city and metropolitan areas. 7 


\ 





Don S. Holdridge, general attorney for the General Telephone Company of the South- 
west, reflects the viewpoint not only of the independent telephone companies but 
the telephone industry as a whole. Because the independents are located to a large 
extent in ‘‘open country'’ adjacent to the larger cities served by the Bell and the 
larger independent companies, the smaller independent telephone concerns have an 
important stake in the solution of highway relocation. 


David Dunlap is counsel for the Pennsylvania Electric Association, Pennsylvania Gas 
Association, and Pennsylvania Waterworks Association. With this background he is 
able to reflect the viewpoint of gas, electric, and water utilities in the discussion of 
the economic, legal, and physical difficulties which grow out of the highway construc- 
tion program and its relation to the location and relocation of utility facilities. 


Edward S. Harris is chairman of the right-of-way division of the Connecticut High- 
wav Department. He finds that state highway planning practices are being adjusted 
to lona-range planning needs. But while there is co-operation and discussion between 
state highway agencies and local and private planning groups, this author sees the 
need for an ‘‘open-door policy.'’ Under such an arrangement any utility could have 
reasonable access to authorize contact with the state highway departments to obtain 
necessary information. 

George M. Williams is assistant commissioner for engineering of the U. S. Bureau of 
Public Roads of Washington, D. C. He outlines the advantages of good and timely 
communication between the two government highway agencies (federal and state] 
and the utility operating agencies. Full and free interexchange of information, he 
finds, is a prime requisite of a practical liaison in this field. 





ADVANTAGES AND DISADVANTAGES OF HIGH DEBT RATIO 
Michael J. Kraemer is an executive consultant for Commonwealth Services Inc. Enor- 
mous amounts of capital will be required to finance the great expansion of utilities 
which is doubling every eight to ten years. This poses problems for management and 
investor alike. Should the proportion of total capitalization and surplus (net assets) 
evidenced by long-term debt be increased because of the income tax deductibility 
of interest payments? What are the advantages of stock financing? 


* 





Al ae Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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“I do not exclude the 


intelligent anticipation 


of facts® 
even before 


they occur.” 
—-CURZON 


*Rate Commissions will 
consider them too 


R&S HAS THE KEY to “intelligent anticipation of facts” upon which rate increase 
applications can be solidly based—continuing monthly rate analyses, delivered in plenty 


of time for a ‘forward instead of a backward look’. 
The difference can be great in return on invested capital (which now should be 


614—7%) and in more favorable terms when seeking new capital for expansion. 


R&S “One Step” Method of Bill Analysis 
is simplicity itself to put into operation—we do 
all the work in our office on the machine illus- 
trated below (exclusive with R & S). The cost 
is infinitely lower and faster than by any other 
method. 

We would like to send you the complete 
story—a request to Dept. P-1 will bring you the 
booklet “THE ONE STEP METHOD OF 
BILL ANALYSIS’’—no obligation of course. 





26 RECORDING & 
STATISTICAL CORP. 


ATION-WIDE SERVICE 





100 SIXTH AVENUE 
NEW YORK 13, N. Y. 
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“There never was in the world two opinions alike.” 


Rocer M. BLoucH 
Chairman of the board, United 
States Steel Corporation. 


J. Witson NEWMAN 
President, Dun & Bradstreet. 


EDITORIAL STATEMENT 
The Wall Street Journal. 


S. C. HOLiisTeER 
Dean, Cornell University, 
College of Engineering. 


FREDERIC NELSON 
Associate editor, The Saturday 
evening Post. 


GEORGE E. SoKOLSKY 
Columnist. 


—MOonrTAIGNE 





“Freedom lights a thousand fires of ingenuity. Free- 
dom sparks a thousand points of inspiration, Freedom 
is as necessary to American accomplishments as the air 
itself. Stick to freedom. Stick to your right to be wrong.” 


bg 


“Normal competitive conditions are new to a lot of 
people. There has been a lot of talk about built-in 
stabilizers and some persons have come to believe that 
the so-called law of supply and demand may have been 
repealed. Personally, I do not think it has been. I doubt 
if it can be and I do not think it should be.” 


¥ 


“The federal government, for all its vastness, has 
one thing in common with every other organization. The 
people down the line will take their cues from the people 
in charge. So the only way to get economy in govern- 
ment is for ‘the bosses’ to insist on it. When the public 
insists on it, so will Congress. So will the President and 
al! around him.” 


¥ 


“What is there in this power situation that should 
receive the active attention of businessmen generally? 
Power is the energizing force of all industry. Control 
of this force by government operation affords a power- 
ful entry by government into the remainder of the in- 
dustrial activity of the country. Any act, therefore, on 
the part of business which condones expansion in the 
power field can well be an act which, in the end, will be 
inimicable to the business world, itself...” 


¥ 


“Of course railroads, like any public utility, require 
regulation, but there is no excuse for the continuance 
of the kind of multiform regulation which a witness 
before the Smathers Committee described this way: ‘We 
are being strangled to death by these ropes and strings 
that enmesh, pulled by the hands of thousands of politi- 
cians, each trying to satisfy some special interest group 
—either a chamber of commerce, a labor union, a com- 
muters’ association, or a farmers’ co-operative.’ That 
isn’t regulation; it’s murder.” 


¥ 


“It is unfortunate that few in political life like to face 
the unpleasant facts of national existence. They prefer 
avoiding the pitfalls of reality. They cannot hide the 
facts or hide from them. Every day an American woman 
goes to market, she knows that the inflation grows in- 
creasingly more unpleasant. She can feel it in the weight 
of her shopping bag. She can tell it from the prices which 
seem to her to make no sense at all. The housewife calls 
it high cost of living, but what it is is a perilous infla- 
tion which can become a political and social cancer.” 
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roughout its service territory—in Ohio, 
mnsylvania, West Virginia, Kentucky, 
ginia, Maryland and southern New 
rk — natural gas continues to be the 
pferred fuel for home and industry. 


Oreyhbbestepe- mech 


serves a very special 


part of America 


One-fourth 
Stat vel 


yY the 


Gas System. 


THE COLUMB 


SYSTEM, IN 


OLUMBIA GAS SYSTEM SERVICE CORPOR 
OLUMBIA HYDROCARBON CORPORA 
120 EAST 41st STREET, NEW YORK 17, 


CHARLESTON GROUP: UNITED FUEL GAS COMPANY, 1700 MacCOF 
AVENUE, S.E., CHARLESTON, WEST VIRGINIA. COLUMBUS GROUP: | 
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OHIO FUEL GAS COMPANY, 99 NORTH FRONT ST., COLUMBUS 15, Of '0. 
PITTSBURGH GROUP: THE MANUFACTURERS LIGHT AND HEAT C/ Me 


PANY, 800 UNION TRUST BLDG., PITTSBURGH 19, PA. ‘ 


RR TN ERO 








Typical Users of 
Newport News Equipment 


PLANT 
Boone 
Buchanan 
Caonillas 
Chief Joseph 
Clark Hill 
Deer Lake 
Folsom 

Fort Patrick Henry 
Hiwassee 
Hoover 

J. H. Kerr 

Jim Woodruff 
Lower Salmon 
Norris 

Rock Creek 
Santee-Cooper 
C. J. Strike 
Whitney 
Wilson 


LOCATION 
Tennessee 
Texas 

Puerto Rico 
Washington 
South Carolina 
Newfoundland 
California 
Tennessee 
Tennessee 
Nevada 
Virginia 
Florida 

Idaho 
Tennessee 
California 
South Carolina 
Idaho 

Texas 
Alabama 


General view of dam at Grand Coulee, built by the Bureau 

of Reclamation, which utilizes 18 Newport News turbines, 

the most powerful ever built. Nine are 150,000 h.p. units, and 
the other nine are rated at 165,000 h.p. each. 


Turbines designed and built for the world’s largest 
development at Grand Coulee...and for other 
hydroelectric installations in America and various parts 
of the world... bespeak the skill and facilities 

offered by Newport News. 


This trained organization has filled hydroelectric 
turbine contracts with an aggregate rated output 
of 7,000,000 horsepower. 


Other equipment designed and built by Newport News 
includes penstocks, pressure regulators, valves, pumps, 
gates and rack rakes. Upon request, a copy of our 
illustrated booklet entitled “WATER POWER 
EQUIPMENT?” will be sent to you. 


SHIPBUILDING AND DRY DOCK COMPANY 
Newport News, Virginia 





FEDERAL UTILITY REGULATION ANNOTATEQ 
VOLUME 2, WITH SUPPLEMENTAL VOLUMES A AND B 
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his 3-volume set comprises an analytical survey of the 
) 


activities of the Federal Power Commission, in the admin- 
istration of the Federal Power Act and the Natural Gas 
Act from the beginning through 1957. 


A478 


Replete with 


Annotations of each Act, section by section, covering 
all important and precedent-making opinions of 
the Commission and of the courts on appeal, to 
January 1, 1958. 
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Extensive editorial analyses 


FPC rules and regulations in effect July 1, 1958. 


Only Complete Reference Work a 
of its Kind 


1953 
1958 


Questions are discussed relating to the determina- Recent Commission and court rulings are included 


tion of the cost of projects, accounting, rate-base deter- on various phases of the complex problems arising gee 
minations, rates, service and granting of licenses, includ- the extension of Commission regulation to natural gas 
producers, as a result of the U. S. Supreme Court decision 


ing the question of licensing partially settled by the special in the Phillips Case. Decisions are also included dealing 
law authorizing development of power by the New York with the filing of rates by gas producers and those with 
State Power Authority. The extent of the Commission’s whom they do business, the departure from the cost 


jurisdiction, what constitutes interstate commerce, return basis for rate making because of the nature of producer 
allowance, cost allocation in the fixing of gas rates, and operations, and the troublesome problems as to changes 
in filed contract rates, such as the questions arising in 


many other vital subjects, are also discussed. the Memphis Case 


A valuable possession for the executives of gas producing, pipeline, gas distributing and electric 
ompanies, and their counsel, as well as attorneys, rate experts, accountants, valuation engin:ers, 
tility analysts and others having an interest in the activities, practices and procedures of the Fe eral 
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Twofold Benefits From The 


Analysts Journal 


7, its timely articles by the nations leading security analysts 
and economists keep you informed as to methods and 
trends in the security markets. You will be better able to 
present your company in its most favorable light if you 
know the trend of financial thinking as expressed in the 
official publication of the Security Analysts. 





2. Its advertising pages provide a means of putting your story 
across to the Analysts. There is no more direct and effec- 
tive way to contact this influential group of investment 
specialists than to advertise in their own quarterly Journal. 


To Keep Abreast of Investment Markets 
READ THE ANALYSTS JOURNAL 





To Keep Investment Markets Abreast of Your Company 
ADVERTISE IN THE ANALYSTS JOURNAL 


PUBLISHED FIVE TIMES A YEAR BY THE NATIONAL FEDERATION OF FINANCIAL ANALYSTS SOCIETIES 











THE ANALYSTS JOURNAL 
444 Madison Avenue, Room 2004 
New York 22, N. Y. 


Gentlemen: 


2 Please enter my subscription for one year at the subscription rate 
of $5.00—United States; $5.50—Canada. 


1 Please send me your advertising brochure. 
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ower in 


the Southwest... 


The reliable power supply from Southwestern Gas and Electric 
pany has been a big factor in the growth of the territory it serves 
consisting of sections of Louisiana, Texas and Arkansas. The 
Knox Lee Power Plant, one of the company's four major 
generating stations, was the first to use pressurized gas-fired 
boilers, a practice which since has gained general acceptance 
in the industry. Two units of 100,000 kw each are now under 


onstruction at the company's Lieberman and Arsenal Hill plants. 


KNOX LEE POWER PLANT 
SOUTHWESTERN GAS AND ELECTRIC COMPANY 


174,000 kw—4 Units 


FULL COLOR BROCHURE out- 
lining the scope of Sargent & Lundy 
services will be sent on request. 


SARGENT & LUNDY 
ENGINEERS 


SOUTH DEARBORN STREET, CHICAGO 3, ILLINOIS 











lf your problem concerns EF T E L 7 T Y aa AT E S 7 


you will want these two companion volumes 


Preparing 
for the 
Utility 

Rate Case 


by Francis X. Welch, 

B. Litt., LL. B., LL. M. 
320 pages 
Price $10 


MONG the values of this compilation of experiences 

taken from the records of actual rate cases, are the 

reviews of methods and procedures, which have been 
found helpful in — 


> simplifying and speeding up rate 
case groundwork 
saving time and expense of participants 
cutting down “lag losses” 


increasing the confidence of investors 


all of which are in the public interest. 


The volume does not offer a program of standardized 
procedures for rate case preparation, but reviews the 
plain and practical methods that have been used. 


The chapter headings indicate the coverage: 


The Birth of the Utility Rate Case 
Public Relations and the Rate Case 
The Birth of Utility Company Rate Opposition 
The Nature of the Utility Rate Proceeding 
Events Leading Up to the Rate Case 
Selection and Function of the Attorney 
The Grand Strategy of the Rate Case 
The Mechanics of Rate Case Preparation 
Proof of the Rate Base 
The Completed Rate Base—Overheads, Land, 
Depreciation, Working Capital 
Completing the Rate Base; Working Capital 
Operating Expenses 
Operating Expenses, Continued— 
Annual Depreciation 
The Rate of Return 
Rate Adjustments—Allocations 


Conduct 
of the 
Utility 

Rate Case 


by Francis X. Welch, 

B. Litt., LL. B., LL. M. 
400 page: 
Price $12.50 


HIS companion volume deals with those procedural 
matters which come after the preparatory stages of 
the rate case. It presents for the first time the practical 


problems of conducting the case — 


> filing the application 
> introducing the evidence 


& examining the witnesses, etc. 


In fact, it explains the time-saving and effective ways of 
making the step-by-step progress toward the rate decision, 
including information concerning the requirements for 
appeal and review. 


Here are the chapter headings: 


Assisting In the Rate Case Preparation 
The Formal Approach to the Rate Case 
The Attorney-Client Relationship 
Preparing The Petition or Application 
Preparing the Testimony 
Parties—Rate Complaints—Rate Investigations 
Negotiations Before Hearing— 
Prehearing Proceedings 
Setting and Opening The Hearing 
Examination In Chief 
Cross-Examination and Rebuttal 
Evidence in a Rate Case 
The Case for Complainants or Rate 
Increase Protestants 
The Expert Witness 
Motions, Interlocutory Procedures, Arguments, 
Briefs and Decisions 
Appeal and Review 


Never before has anyone attempted to bring together, in relatively small compass, a comparab 


exposition and guide. 


PUBLIC UTILITIES REPORTS, INC., Publishers 
NEW BOOK DEPARTMENT 


SUITE 332, PENNSYLVANIA BUILDING 
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The credit goes 
to utility men 





Of the many who share credit for 
today’s low-cost electricity, one group 
deserves special mention. They are the 
utility men whose suggestions initiate 
many Westinghouse research and de- 
velopment projects . . . projects that 
result in new and more efficient designs 
for machines and equipment used by 
utilities. 

Utility men have strong partners in 
the more than 6,000 scientists, engi- 
neers and technicians who work in the 
many Westinghouse research and de- 
velopment laboratories. For example, 
in this $6,000,000 Steam Development 
Laboratory, more than 100 engineers 
and technicians are developing new 
metals and more efficient designs for 
turbines and allied equipment. 

Plowback of earnings into research 
at Westinghouse produces the advanced 
design machines that help utility men 
in their battle to generate more and 


more electricity, always at low cost. 
J-97241 


you can Be SURE...iF ITS 


Westinghouse 


INFORMATIONAL PROGRAM 


The P.U.R. Guide 


> A new and different approach to the educational needs of utility employees — called 
THE P.U.R. GUIDE — is now being used by many companies. Somewhat descriptively, 
the GUIDE is referred to as “a journey of understanding.” It takes the user through the 
economics of public utilities and through many other non-technical phases of utility op- 
eration. It was organized by and is issued under the general supervision of an experienced 
staff of specialists. 


AN 


FOR UPRILIEY -EMPLOYE 


> THE P.U.R. GUIDE program is a systematically and consecutively arranged series of 
weekly lessons, in pamphlet form, offering a simplified, progressive, step-by-step story 
about the nature of the utility business, its important place in the American economy, the 
present conditions under which it is conducted, its day-to-day objectives and responsibili- 
ties, the existing problems with which it is confronted and other current subjects arising 
in connection with organization, financing, management, operation and regulation. This pro- klal 


gram adds guidance to experience in the development of the “management team.” bciatt 
wal ci 








Features of THE P.U.R. GUIDE 


50 issues of 8 pages (one each week) 


























Certificate of satisfactory completion 





Glossary of words and terms and complete index 
Ring binder embossed with enrollee’s name 
Leader’s Manual for group discussion 

Occasional reprints from Public Utilities Fortnightly 


Enrollments on company order only 


Comments about THE P.U.R. GUIDE 





One of the best educational programs we have had in 
years. 
Division Manager 


We all feel that this is a program that is needed in 
the public utility industry. 
Vice President 


I know of no better source for obtaining information 
it contains. 
District Manager 


I am sure that this new publication will prove of 
great value in the training of our younger personnel. 
President 


All of the men are interested and believe the studies 
to be quite worthwhile to them. 
Division Manager 


I am sure the total series of 52 will prove of inesti- 
mable value to the utility industry. 
Vice President & General Manager 


I would like to have received it twenty years ago. 
Division Manager 


We feel that THE P.U.R. GUIDE training program 


is being well received. ; 
Training Coordinat»r 


I find the material very interesting and instructive. 
Division Manag ° 


We are pleased we have had an opportunity to of: 
the course to our management people. 
Employee Relations Departm: 1 


Those in charge of employee education or training may obtain further information from: 


PUBLIC UTILITIES REPORTS, INC., Publishers 


332 Pennsylvania Building 


sd Washington 4, D. > 
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Thursday—6 





Telephone As- 
ends two-day an- 
convention, Oklahoma 

City, Okla. 
nual 


troleum 


Friday—7 


American Institute of Min- 
ing, Metallurgical, and Pe- 
Engineers, 
burgh Section, begins an- 
off-the-record 
ing, Pittsburgh, Pa. 


Pitts- 


meet- 


Saturday—8 


American Society of Me- 
chanical Engineers will hold 
annual meeting, New York, 
N. Y. Nov. 30-Dec. 5. 
Advance notice. 


hold 


Sunday—9 


American Society of Re- 
frigerating Engineers will 
meeting, 
New Orleans, La. Dec. 1-3. 


semiannual 


Advance notice. 






















Nati 


facts 






















Monday—10 


im Petroleum Insti- 
egins convention, 
Chicago, IIl. 





Commission 


Mo. Dec. 


Tuesday—11 


Interstate Oil 
will hold an- 
nual meeting, Kansas City, 
1-3. Advance no- 


tice. 


@ 





Compact 





Wednesday—12 


Georgia Telephone Associa- 
tion begins annual conven- 
tion, Savannah, Ga. 





Association 


Ohio. 


Thursday—13 





National Warm Air Heat- 
ing and Air Conditioning 
will hold an- 
nual convention, Cleveland, 
Advance 


Dec. 1-4. 
notice. 








Friday—14 


| Electrical Manu- 

s Association ends 
annual meeting, 

ntic City, N. J. 





vention, St. 
Fla. Dec. 4, 5. Advance no- 


Saturday—15 


tice. 





Florida Telephone Associa- 
tion will hold annual con- 
Petersburg, 





Sunday—16 


American Nuclear Society 

will hold annual meeting, 

Detroit, Mich. Dec. 8-10. 
Advance notice. 


National 


missioners 


Monday—17 














‘uesday—18 





in Standards As- 
begins meeting, 


v York, N. Y. 


9 





socution 
meeting, Houston, Tex. 


Wednesday—19 


begins 


National Reclamation As- 


annual 





Thursday—20 





New England Gas Associa- 
tion, Manufacturer-Distri- 
bution Division, begins con- 
ference, Worcester, Mass. 









Friday—21 


Mid-West Gas Association 
ends three-day gas meter 
and service school and con- 


ference, Ames, Iowa. 



























Association of 
Railroad and Utilities Com- 
begins annual 
convention, Phoenix, Ariz. 














Courtesy, Atlantic City Electric Company 


Ides of March—1958 


Neither rain nor sleet nor snow can interrupt that vital flow—not even a late 
season blizzard such as played havoc with eastern seaboard utilities 
last March. 
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Some New Facts and Ideas on 
Utility Financing 


By FERGUS J McDIARMID* 






A penetrating study of ‘operating public utility bonds." 
Their past history of performance. Their declining popu- 
larity. How they can be tailored to the financing needs 


HEN writing an article which may 
be read by busy people, it seems 
only fair to summarize in advance 
the contents thereof. This gives the read- 
er a chance to cease and desist at the out- 
set or to go ahead at his own risk. The ma- 
terial in this article may be summarized 
as follows: 

1. Operating public utility bonds other 
than those of street railways have in this 
century achieved an almost perfect record 
of paying the promised number of dollars 





*Vice president in charge of investments, The 
Lincoln National Life Insurance Company, Fort 
Wayne, Indiana. For additional personal note, see 
“Pages with the Editors.” 


of their best market. Their relation to preservation of values. 


on time. Some new information is pre- 
sented which proves this to be a fact. 

2. It is both ironical and frustrating 
that this information should become avail- 
able at a time when bonds as a class are 
losing favor as a medium for preserving 
the real values created bv savings while 
common stocks seem to be in an ascend- 
ancy. 

3. Public utilities should tailor their 
bond financing to meet the requirements 
of the institutional bond market which re- 
mains to them. In view of the default-free 
record of their bonds, certain standard- 
ized ideas on capital structures and bond 
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forms may well be subject to re-examina- 
tion. 

4. I end with a little essay on the nature 
of savings and what is required of public 
utility securities in order that they may 
preserve and perpetuate the real values 
created by savings. 


Default Record of Public 
Utility Bonds 

ew record of the bonds of operating 

public utilities other than street rail- 
ways over the past fifty-eight years in 
paying the promised number of dollars on 
time has been close to perfect. While one 
might have suspected something of this 
sort, it was made a matter of established 
record by a newly published study, “Cor- 
porate Bond Quality and Investor Experi- 
ence,” which was prepared under the aus- 
pices of the National Bureau of Economic 
Research and published by Princeton Uni- 
versity Press. This study was financed by 
leading institutional investor groups in- 
cluding life insurance companies and 
banks. 

The writer was a member of the com- 
mittee which got the study under way 
back in 1946. 

This bond analysis covered all large 
corporate bond issues ($5 million and 
over) sold in the years 1900 to 1943, in- 
clusive, on which information was avail- 
able, and it also included a 7 per cent 
sampling of bond issues under $5 million. 
Altogether, 7,488 issues totaling over $56 
billion were included and the experience 
on these issues was carried up to January 
1, 1944, It provided a very good test of 
bond results since it covered a long period 
which included economic fluctuations of 
the severest kind, including wars and de- 
pressions. 
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O* the bonds thus analyzed, public utili- 

ty bonds composed the largest single 
group, and the public utility bonds includ- 
ed totaled about $24 billion, an amount 
not greatly less in dollars than the total of 
all public utility bonds now outstanding. 
In terms of purchasing power at time of 
issue, the value of these bonds no doubt 
exceeded the purchasing power of all pres- 
ently outstanding public utility bonds. 
While this study ended with the year 1943, 
the experience since that time has done 
nothing to disturb the conclusions which 
may be drawn from it. In the subsequent 
years utility bonds have had a virtually de- 
faultless record, and corporate bonds in 
general have been largely free from de- 
fault. The real testing period for such 
bonds was prior to 1943. 

Compared with corporate bonds in gen- 
eral the showing of public utility bonds 
has been spectacularly good. This is proved 
by the data in Table I, page 731. This table 
shows that in the case of large offerings 
of utility bonds ($5 million and over), 
excluding street railway bonds, if interest 
was covered at least two times at the time 
of issuance, then there were no defaults 
whatsoever. A like experience was re- 
vealed on the sampling of small utility is- 
sues. Even when the earnings coverage 
dropped to 14 times interest, the default 
experience was nominal. It was only when 
earnings failed to provide even minimum 
coverage for interest that the default ex- 
perience became heavy. This bad experi- 
ence, no doubt, applied mainly to holding 
company bonds sold in the period of fren- 
zied finance during the 1920’s. 


is quite evident from this experience 
that public utility bonds, excluding 
those of street railways, which had any 
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proved record of earnings protection at 
the time of offering, have had a well-nigh 
perfect record for nearly sixty years. This 
should include the bonds of practically all 
operating utilities other than new con- 
struction projects. As compared with in- 
dustrial bonds and railroad bonds, utility 
bonds have, therefore, been in a class by 
themselves as far as freedom from de- 
fault is concerned. 


HIS pioneering corporate bond study 

revealed some other interesting facts. 
In the case of utilities, size of company 
was not a significant factor in determining 
the credit record. Small companies per- 
formed as well as large ones, provided 
minimum earnings coverage was available 
at the time bonds were issued. This was 
not true in the case of industrial com- 
panies where mere size was an important 
factor in the credit record. Industrial com- 
panies with assets of $200 million or over 
had only 3.4 per cent of their bonds de- 
fault, but where assets were under $5 mil- 
lion, 38 per cent of bonds defaulted. 

In the case of public utility bonds as a 
whole, including those which defaulted, 
the overall yield realized was in excess of 
the promised contractual yield. This was 
true even if street railway bonds, which 


had a very bad record, are included with 
other utility bonds. In other words, the 
premiums paid on call of bonds were more 
than sufficient to offset any losses sus- 
tained. This was also true of industrial 
bonds, but not of railroad bonds. The very 
interesting facts in this regard are pre- 
sented in Table II (page 735). 


Some Conclusions 


HERE are, I believe, a number of quite 

significant conclusions which may be 
drawn from the results of this study and 
subsequent experience. I list them as fol- 
lows: 


I HAVE long suspected that any risk 
* in public utility bonds is industrywide 
in nature rather than an individual com- 
pany risk. This study points in that direc- 
tion. The bonds of one segment of the 
utility industry, the street railways, had a 
very bad record, with nearly two-thirds of 
them defaulting and they defaulted re- 
gardless of their earnings protection at 
time of issue. They were victims of func- 
tional obsolescence. However, the bonds 
of the other segments of the industry, in- 
cluding electric, gas, telephone, and water, 
had a practically perfect record, provided 
that some minimum degree of earnings 
protection existed at the time of issue. 


v 


TABLE I 


PROPORTION OF LARGE OFFERINGS ($5 MILLION AND OVER) DEFAULTING 
1900-43, INCLUSIVE 


Times Fixed Charges All Utilities Street 
Earned at Time of Offering Industries Railroads Ex. Str. Rys. Railways Industrials 
3.0 and over 2.1% 


5.5% 0% 38.6% 4.0% 
2.0—2.9 4.0 15.1 0 5.9 7.4 


1.5—1.9 17.9 28.0 4 84.8 
1.0—1.4 34.1 49.9 4.1 49.0 
Under 1 35.0 55.2 38.4 65.6 
Information Lacking 19.7 18.7 127 66.0 
All Offerings 173 28.1 6.3 64.3 


Source: “Corporate Bond Quality and Investor Experience,” page 413. 
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Functional obsolescence is very unlikely 
to affect some electric and telephone com- 
panies and not others. There is no avail- 
able evidence in the record to suggest that 
one electric or telephone bond carries ma- 
terially more risk than another providing 
that reasonable earnings support exists, 
the territory has some diversification, and 
is not subject to blowing away. Few terri- 
tories lack these qualifications. Gas bonds, 
depending upon a depleting resource, may 
be in a little different position. In the event 
natural gas were to become seriously de- 
pleted, no doubt a remote risk at present, 
the companies with the most assured sup- 
plies would suffer last. 


2 Tus record of operating utility 

* bonds, other than street railway is- 
sues, has been equaled only by govern- 
ment bonds and tends to place these bonds 
in a unique class among corporate bonds. 
This record, plus the probable nature of 
any risk in such bonds, tends to make the 
process of rating them by quality within 
a segment of the industry to be a not very 
meaningful business. As a colored gentle- 
man in our town, who is somewhat of a 
philanderer, said about his numerous girl 
friends, ‘““Some may be better than others, 
but they’s all good.” 


THERE is little factual basis to be 
¢ found in the past record for substan- 
tial differences in interest rates among 
bonds in a given segment of the utility in- 
dustry. There is no good reason, for ex- 
ample, on the basis of this record, except 
in unusual instances, why one electric bond 
should yield much more than another, pro- 
viding that technical factors, such as time 
of maturity, call protection, etc., are com- 
parable. 
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4 THE very favorable record of public 
* utility bonds does not necessarily in- 
dicate that such bonds are a satisfactory 
medium for preserving the real values 
created by savings. It simply indicates that 
the promised number of dollars will prob- 
ably be paid on time in the future. The 
great element of risk, which is decline in 
the value of the dollar, remains; and this 
risk factor totally overshadows and ren- 
ders insignificant the risk of failure to pay 
dollars as promised. 


Declining Popularity of Bonds 
» any former generation during the past 

125 years, which is about the life span 
of the history of corporation finance in 
this country, this practically default-proof 
record of the bonds of operating public 
utilities would have classed them as a most 
excellent medium for the preservation of 
the real values created by savings. This 
unfortunately is not true today. For these 
bonds are no better than the dollars in 
which they are payable, just as a chain is 
no stronger than its weakest link. The so- 
called gilt-edged bond, which in genera- 
tions past has represented all that was safe 
and sure as a medium for preserving sav- 
ings, no longer occupies that position in 
the minds of investors who have freedom 
of choice. 

What is going on in the minds of such 
investors is pretty clearly indicated by cer- 
tain trends in the financial markets dur- 
ing the past year and particularly during 
the past few months. In spite of a rather 
sharp decline in business activity and in 
corporate profits, and a quite indifferent 
outlook for the latter in the months ahead, 
the stock market has shown remarkable 
strength. It has regained most of its losses 
of last summer and fall. Common stocks 
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Utilities Have Good Bond Credit Records 
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’ the case of utilities, the size of company is not a significant factor in deter- 
mining the credit record. Small companies have performed as well as large 
ones, provided minimum earnings coverage was available at the time bonds were 
issued. This was not true in the case of industrial companies where mere size was 
an important factor in the credit record. Industrial companies with assets of $200 
million or over had only 3.4 per cent of their bonds default, but where assets 








are selling at very high historic levels in 
relation to current earnings. The great 
success which attended the offering of the 
shares of two new closed-end investment 
trusts shows just how popular common 
stocks have become with the investing pub- 
lic. 

The bond market, on the other hand, 
has been sluggish at best, chaotic at 
worst. In spite of repeated actions by the 
Federal Reserve in lowering its rediscount 
rate, the yields on high-grade bonds have 
failed to respond downward and are much 
higher than one was inclined to predict six 
months ago. At the present time, financial 
institutions, which are prepared to exer- 
cise a little ingenuity and judgment and 
take a little risk, have no trouble in keep- 
ing fully invested in bonds at interest rates 
which are substantially higher than the 


were under $5 million, 38 per cent of bonds defaulted. 





yields obtainable from buying a cross sec- 
tion of good stocks, even if public utility 
stocks be included in generous measure. 

There is considerable evidence to indi- 
cate that the market for long-term and in- 
termediate-term U. S. Treasury bonds has 
become, to a marked extent, a playing field 
for speculators. This is indicated by the 
recent sharp market fluctuations in these 
bonds which used to be quite stable mar- 
ketwise. Quite a number of speculators 
have recently departed this playing field in 
a badly bruised condition. The demand for 
such bonds on the part of permanent in- 
vestors who plan to keep them seems to be 
very limited. 


Government Debt Refinancing 


‘ i ‘HE interest rate required to refinance 
a substantial part of the federal gov- 
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ernment debt on a long-term basis and 
place it in the hands of permanent inves- 
tors is probably considerably higher than 
the Treasury wishes to face. Some light 
is thrown on what this interest rate 
might be, by recent experience in Canada. 
Canada recently refinanced between $6 
and $7 billion of her federal government 
debt, or about 45 per cent of the total on 
a long-term basis. The bonds refinanced 
were largely 3 per cent bonds sold during 
World War II. The new refunding bonds 
consisted of seven-year, 33’s; 15-year, 
4}’s; and 25-year, 44’s, with emphasis on 
the latter. A cash bonus was paid to hold- 
ers who exchanged bonds. This Canadian 
operation, which greatly extended the ma- 
turities of the national debt and improved 
the cash position of the government, ob- 
viously took a good deal of courage and 
imagination on the part of the financial 
authorities there. 

An equivalent operation in this country 
would mean the refinancing of over $100 
billion of bonds. Interest rates in Canada 
in the past have tended to be higher than 
here. On the other hand, the financial pol- 
icy of the Canadian government in recent 
years has tended to inspire more confidence 
than that of our own government. The 
debt of the former has been substantially 
reduced in a period in which our federal 
government debt has been increasing. 


aves all of these factors into ac- 

count, it is doubtful that our govern- 
ment could sell a really huge quantity of 
long-term bonds sufficient to finance this 
year’s estimated $12 billion deficit at a 
rate under 44 per cent, and the rate might 
well be higher. One might hope that such 
a rate would be sufficient to offset the loss 
in the value of principal due to further de- 
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cline in the purchasing power of the dol- 
lar and to provide the holder with a small 
net return provided that he was of a type 
on whom the tax bite also was quite small. 

According to the Consumers Price In- 
dex of the Department of Labor, dollar 
purchasing power has declined about 3 per 
cent during the past year and it declined 
on average at the rate of 44 per cent per 
annum compounded during the past seven- 
teen years. Of course, the issuance in 
large quantities of a 44 per cent long-term 
Treasury bond would have a sharp impact 
on the cost of corporate financing. 


HE present situation in the money 

market highlights the relative popu- 
larity of stocks and the relative unpopu- 
larity of bonds. The so-called gilt-edged 
bond which not long ago represented all 
that was safe and secure and desirable in 
the minds of individual investors has been 
pretty well dethroned. In this respect, the 
wheel has gone full cycle during the last 
twenty years, or in less than a generation. 
People now feel that they should seek se- 
curity in common stocks and are willing 
to pay fancy prices to do so. Maybe they 
will be burned, but their present thinking 
is obvious. For this, inflation both past and 
expected is probably largely to blame. The 
dollar has lost over half of its value since 
1940; and with a huge federal govern- 
ment deficit in prospect, the belief is be- 
coming increasingly more widespread that 
we shall have more of the same. 


The Changing Market for Utility Bonds 
a” an article published in the Fort- 

NIGHTLY in 1957, I devoted consider- 
able attention to the changed nature of 
the market for public utility bonds. I point- 
ed out that this market now lies almost en- 
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tirely with financial institutions, which, 
because of the fixed dollar nature of their 
liabilities and the laws under which they 
operate, must invest very largely in con- 
tractual fixed-dollar media such as bonds 
and mortgages. This market is, therefore, 
very largely in the nature of a captive mar- 
ket. There is reason to believe that the size 
of this market is rather static and may 
even be tending to decline in overall size. 


i? the years leading up to 1950, life in- 
surance companies were the important 
market for public utility bonds, and these 
companies still own nearly half of the to- 
tal outstanding debt of the industry. How- 
ever, since that time, life insurance funds 
have flowed to an increasing extent to in- 
dustrial bonds and real estate mortgages; 
and their purchases of public utility bonds 
have been declining. They have, however, 
continued to purchase natural gas bonds 
on a substantial scale because of the high- 
er yields obtainable and also because these 
are the only types of public utility bonds 
which offer substantial amortization. 

In Table III (page 739) the amount of 
utility bonds purchased by life insurance 
companies, representing 77 per cent of the 
assets of the industry, is shown. It will be 
noted that in 1956 their purchases of these 
bonds other than gas bonds were quite 
small and all of their utility bond pur- 


chases were a mere fraction of their pur- 
chases of industrial bonds. In 1956, these 
life insurance companies bought more 
bonds of finance companies than all utility 
bonds combined. 


_ the principal market for utility 
bonds other than those of the natural 
gas industry appears to be the pension 
funds and particularly the public em- 
ployees’ pension funds. The private pen- 
sion funds are buying common stocks on 
an increasing scale, and such stocks are 
now the most rapidly growing part of their 
assets. The public pension funds, on the 
other hand, are on the whole severely re- 
stricted as to what they may purchase ; and 
based on such information as is available, 
they have become the most important re- 
maining market for publicly offered util- 
ity bonds sold through competitive bid- 
ding. 

There may be other reasons for the 
present very unusual relationship between 
stocks and bonds, but the above seems to 
be the most obvious one. Also to be taken 
into account is the more or less automatic 
buying of stocks by pension funds and in- 
vestment trusts. This is a relatively new 
thing in the stock market, and we are hard- 
ly yet in a position to accurately weigh its 
influence. Last year private pension funds 
added nearly $1 billion of common stocks 


e 


TABLE II 
OVERALL DEFAULT AND YIELD RESULTS, 1900-43, INCLUSIVE 


Default Promised Realized Loss 
Rate Yield Yield Rate 
5.2% 3% 
54 —.4 


Reantoad, Bonds 2.35056 :si06 scien 28.1% 5.5% 
Public Utility Bonds* 10.6 5.0 

Industrial Bonds ............. 14.8 5.4 5.8 —3 
All Bonds : 5.3 5.4 —.1 


*Includes street railway bonds. ; 
Source: “Corporate Bond Quality and Investor Experience,” page 10. 
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to their holdings. Stocks, therefore, have 
also acquired a captive market of sorts al- 
though they are not nearly so dependent 
upon it as are bonds. 


Suggested Changes in Utility Financing 
AS long as the utilities continue to have 

a captive market for their bonds, they 
might as well use it to the maximum ex- 
tent possible. How long they will have 
this market I would not want to hazard a 
guess. Also, it would be the part of wis- 
dom to cater to the tastes and require- 
ments of this market as fully as possible. 
It will have been noted that the electric, 
telephone, and water utilities have, to a 
large extent, lost the life insurance com- 
panies as a market for their bonds, except 
for limited periods such as in 1957 when 
interest rates on such bonds were quite 
high. 

There are reasons for the loss of this 
market. For one thing, a 30-year corpo- 
rate bond without amortization during its 
life, which is true of most utility bonds 
other than those of the gas industry, leaves 
much to be desired. There is no sinking 
fund to support the price of the bond in 
the market place. The very permanence of 
the debt exposes the bondholder to the full 
risk of functional obsolescence in the in- 
dustry, which in the case of utilities ap- 
pears to be the principal risk. The story of 
the railroads provides a most impressive 
argument against lack of amortization in 
corporate debt. 

Also, nearly all of these 30-year utility 
bonds sold through competitive bidding 
have only a minimum amount of call pro- 
tection. Such very inadequate call protec- 
tion seems to be largely the fault of regu- 
latory commissions which take the view 
that institutional investors are fair game 
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for any one-sided deal which may be im- 
posed upon them. 


fies practically default-proof record 
of operating utility bonds over the 
past sixty years suggests some changes in 
capital structures. At the present time, 
there is a tendency to standardize these in 
a way which seems unduly restrictive. The 
prevailing pattern seems to aim at a cap- 
ital structure which is about 50 per cent 
debt, 15 per cent preferred stock, and 35 
per cent common stock or some very mod- 
est variations from these ratios. The rea- 
sons for such a financial strait jacket at 
the present time are not too apparent. It 
had its origin in the depression years when 
the overwhelming emphasis was on securi- 
ty of bond principal and interest. Also, the 
alleged importance of bond ratings and 
their influence on interest rates to be paid 
by the borrower have served to perpetuate 
the pattern. | 
Several factors tend to encourage a re- 
consideration of the validity of such capi- 
talization ratios. First of all is the demon- 
strated stability of public utility earnings 
in the face of substantial fluctuations in 
business activity. One has only to look at 
tabulations of corporate earnings which 
compare this year’s earnings with those of 
last year. The utilities can be picked out 
without any reference to corporate names. 
They are the companies whose current 
earnings show little change from a year 
ago and the change, if there is one, is usu- 
ally on the upside. This is at a time when 
other types of corporations are showing 
sharp declines in earnings which some- 
times almost amount to a wiping out of 
such earnings. 
These capitalization ratios are also based 
on original cost of property. When fair 
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Changes in Public Utility Bond Buying 


a the years leading up to 1950, life insurance companies were the important 
market for public utility bonds, and these companies still own nearly half 
of the total outstanding debt of the industry. However, since that time, life insur- 
ance funds have flowed to an increasing extent to industrial bonds and real estate 
mortgages; and their purchases of public utility bonds have been declining. They 
have, however, continued to purchase natural gas bonds on a substantial scale 
because of the higher yields obtainable and also because these are the only 
types of public utility bonds which offer substantial amortization." 





value, giving weight to reproduction cost, 
is the basis of rate making as is becoming 
increasingly the case, then a 35 per cent 
common stock ratio on the books may be 
a great understatement of the = com- 
mon stock equity on a fair value basis. 


| hime, stocks as a method of financ- 

ing have declined in investor favor. 
They no longer have much appeal to the 
individual investor who is looking for 
either tax exemption or capital apprecia- 
tion. They have a very limited appeal to 
institutional investors who can now ob- 
tain a reasonably good return on bonds 
and mortgages. Probably their strongest 
appeal is to those financial institutions 
which benefit from partial tax exemption 





on preferred dividends, but these do not 
provide a very broad market. 

All of these factors, which include the 
default-proof record of public utility 
bonds, even when the coverage of interest 
at the time of issue was not strong, sug- 
gest that the debt ratio of many utilities 
could be safely increased. This could prob- 
ably be done to the extent of taking care 
of all or part of financing requirements 
now met by preferred stock. 

For example, a debt ratio for an elec- 
tric company of between 60 per cent and 
65 per cent of book capitalization should 
not be disturbing provided that individual 
bond issues comprising this debt were sub- 
ject to amortization at a rate of not less 
than 2 per cent a year and, if possible, 
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more rapidly. At least one major electric 
utility is already arranging its financing 
on this basis. Such amortization would 
offset in the minds of investors any minor 
degree of extra risk created by the higher 
debt ratio. It would also attract investors 
now discouraged by the lack of amortiza- 
tion in most utility bonds. 

A debt ratio in the proposed range 
would, of course, leave little room in the 
picture for preferred stock. This would 
not be considered a cause for mourning by 
some former buyers of that type of se- 
curity. 


Revenue Bond Financing 


ie approaches to bond financing on 
the part of investor-owned utilities 
and those of many publicly owned utility 
operations are frequently in sharp con- 
trast. On numerous occasions public au- 
thorities have purchased the property of 
private utilities at prices often much in ex- 
cess of book value and proceeded to fi- 
nance the entire acquisition cost through 
the sale of revenue bonds. Also, a substan- 
tial number of major power projects have 
been built, some of them of very large 
size, and their entire cost, including a sub- 
stantial amount of interest during con- 
struction, has been financed through the 
sale of revenue bonds. The sale of these 
bonds is frequently made possible by the 
pledge of long-term power-purchase con- 
tracts with private utilities. While these 
purchase contracts do not add directly to 
the debt of the private companies involved, 
they do impose on them an additional 
fixed charge which is somewhat in the na- 
ture of an interest charge. 

Such revenue bonds do, of course, en- 
joy a sales advantage due to the tax ex- 
emption which their interest enjoys. How- 
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ever, they are supported only by earnings 
and if investors considered that they con- 
tained a substantial degree of risk, they 
would not be salable. To a large extent 
they are purchased by the same institu- 
tional investors who buy the bonds of in- 
vestor-owned utilities. Such revenue bond 
issues are set up on an amortized basis and 
they usually contain much more effective 
protection against an early call than do 
the bonds of investor-owned utilities, par- 
ticularly when the latter are sold through 
competitive bidding. 


I DO not suggest that such revenue bond 

financing provides any model for bond 
financing on the part of investor-owned 
utilities, which must provide part of their 
capital through the sale of bonds and part 
through equities. I merely point out that 
the wide differences of approach which 
prevail in the two areas of what are fun- 
damentally the same type of business tend 
to make one question any narrow and doc- 
trinaire set of rules regarding capitaliza- 
tion ratios for public utilities. 

Should the additional bond financing 
take the form of debentures or additional 
mortgage bonds? In my opinion, it does 
not matter much. After all, any type of 
debt involves some solvency risk. There 
probably is not much objection to having 
the entire debt in a single layer provided 
the elements in that layer are amortized. 
However, in deference to tradition and to 
appeal to different types of markets, there 
may be some advantages for the time be- 
ing of having the additional debt in the 
form of debentures. 


About Savings 


Govnss, it has been said, are one of the 
things in the world which cannot be 
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saved. This seeming paradox results from 
the fact that savings represent the differ- 
ence between two continuous processes, 
production and consumption. Savings, 
therefore, are dynamic rather than static 
in nature, like electricity or the flow of a 
running stream. The energy generated by 
the savings process can only be preserved 
by transforming it into some other medi- 
um, just as electricity may be stored by 
converting it into a chemical charge in a 
storage battery or the energy in a stream 
flow by backing up water behind a dam. 
The efficiencies of storage batteries vary, 
and some of the latent energy in a water 
reservoir is lost through evaporation and 
seepage. Likewise, there is no perfect me- 
dium for preserving the energy resulting 
from the savings process. The most com- 
monly used media are bank deposits, 
bonds, preferred and common stocks, and 
the ownership of real property. 


£ ben savings stream is the lifeblood of 
our economy. Without it, this econ- 
omy would wither and die, and no segment 
thereof depends more heavily and contin- 
uously on savings than the public utilities. 
In order that savings may be encouraged 
to continue at a high level, reasonably sat- 


=e 


isfactory media for preserving the values 
created thereby must be available. With- 
out such media, the self-denial which pro- 
duces savings, and which in our kind of 
society is a voluntary kind of thing, will 
tend to decline greatly. This has already 
happened, to an important extent, to some 
countries of the world, such as France and 
to a lesser extent Great Britain, which 
were formerly very important sources of 
savings. The same tendency may very well 
be under way here. We may, therefore, 
ask ourselves how satisfactory a medium 
for preserving the real value created by 
savings is offered by the public utilities of 
this country. 


a utility bonds can only be a satis- 
factory medium for the preservation of 
such values if the interest rates thereon 
are sufficient to offset the current rate of 
principal loss through inflation, to pay 
taxes levied on that interest, and to pro- 
vide some real net return, however small. 
Such reasoning is just simple arithmetic. 
By and large, over the past twenty years, 
however, public utility bonds have failed 
to do this, often by quite wide margins. 
This is clearly shown by the data in 
Table IV (page 740). This table illustrates 


TABLE III 


CORPORATE BONDS PURCHASED BY 67 LIFE INSURANCE COMPANIES 
HAVING 77 PER CENT OF THE ASSETS OF THE INDUSTRY* 


(Million $) 


Public Utility 
Electric 
Gas 


1954 


341 
365 
31 

57 

9 

803 
2,624 
3,427 


1955 


101 
288 
21 
59 
14 


483 
2,679 
3,162 


*Life Insurance Association of America. 
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the effect of the loss in dollar value on the 
rate of return received by holders of elec- 
tric utility bonds and preferred stocks. 
The effects were quite devastating. The 
data indicate that the real return on elec- 
tric utility bonds over the 17-year period 
from 1941 to 1957 was negative on aver- 
age. The real rate of return on electric 
utility preferred stocks in that period was 
very small. These returns are considered 
before income taxes and before any allow- 
ance for the decline in market values due 
to rising interest rates. If these two items 
were taken into account, the results would 


be still more dismal. 

Ov the eight years of severe wartime 
and immediate postwar inflation, 

when the dollar was losing value at an av- 

erage rate of about 6} per cent a year, the 

real average return on these securities was 


v 


heavily negative to the extent of 3.2 per 
cent on bonds and 1.1 per cent on preferred 
stocks. During the later period of milder 
inflation from 1949 to 1957, inclusive, 
when the dollar was losing value at an 
average rate of 1.7 per cent a year, small 
net returns were earned on average on 
these securities before allowance for in- 
come taxes and decline in market prices. 
Over the entire 17-year period the cap- 
ital supplied by the purchasers of these 
senior securities, and this represents the 
great bulk of the capital coming into the 
industry, was being progressively confis- 
cated for the benefit largely of electric 
ratepayers. This was the real meaning of 
what was taking place. This capital con- 
tributed by the senior security holders was 
working over this period for no real re- 
turn at all. That is one reason why electric 
rates did not have to be raised more dur- 


TABLE IV 


RETURNS ON ELECTRIC UTILITY BONDS AND PREFERRED STOCKS 
ADJUSTED FOR LOSS IN DOLLAR VALUE 


(1) . 
Purchasing Ann. Loss (—) 


Or Gain (+) 
In $ Value 


Power 
Of Dollar 
166.9 
159.0 
143.5 
135.1 
133.0 
130.0 
119.9 
104.7 
97.3 
98.2 
97.3 
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(1) Based on Consumers Price Index of U. S. Department of Labor 1947-49100. 


(2) Moody’s Public Utility Manual. 
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ing this inflationary period. To provide 
these senior security holders with a rea- 
sonable return on their investment after 
allowing for shrinkage in the real value 
of their principal would have required con- 
siderably higher electric rates. 


y should be very obvious that this sort 
of thing cannot go on indefinitely. If it 
does tend to continue, intelligent people 
will cease to entrust their savings to in- 
stitutions which invest them in this way. 
Either we are going to have to have the 
assurance of a stable dollar, which does 
not appear to be very widely expected at 
present, or interest rates are going to have 
to be high enough to absorb dollar shrink- 
age, pay income taxes, and still leave the 
investor some reasonable return. The al- 
ternative is for savings to desert these so- 
called investment channels and seek em- 
ployment elsewhere. We may even reach 
the point where interest and principal pay- 
ments will have to be geared to some price 
level index to assure the payment of 
enough dollars to offset all or a large part 
of the loss in dollar value. This has already 
taken place in Finland. 


Current Investment Thinking 


A’ indication of the type of thinking 
now going on in investment circles 
were some recent expressions to the writer 
by a well-known financial adviser of one 
of the largest of the corporate pension 
funds, a’gentleman who is also manager 
of a large investment trust. He told the 
writer that private pension funds are now 
buying all the common stocks they dare, 
considering the level of the stock market. 
They buy bonds reluctantly and as a kind 
of necessary evil. In view of the decline 
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in dollar value, they view present bond 
yields as fictitious. They feel it is their 
function to invest their funds so as to 
provide a standard of living for their pen- 
sioners rather than a fixed number of 
dollars. 

The recent sharp resurgence of interest 
rates well in advance of any substantial 
business recovery, and the booming stock 
market, which at the time of writing is at 
an all-time high, are significant. Inflation 
has again emerged as the great economic 
problem of our era, if indeed there was 
any temporary doubt. The recent increase 
in rediscount rates by the Federal Reserve 
authorities gives recognition to this state 
of affairs. 


Ww™ respect to public utility common 
stocks, regulation remains a key fac- 
tor, probably the most important single 
factor, in view of inflationary trends. 
Slavish and doctrinaire adherence to 
original cost as the only basis for rate base 
determination tends to undermine the 
status of utility equities as a medium for 
preserving real savings values just as in- 
flation tends to undermine the value of 
bonds and preferred stocks. Such an at- 
titude tends to make of such common 
stocks a type of junior preferred stock. 
A realistic approach requires that substan- 
tial and perhaps dominant weight be given 
to reproduction cost, if the utilities are to 
continue to attract their future equity capi- 
tal requirements on a basis which competes 
with other types of equities and which 
does not dilute the real interest of present 
stockholders. That may be old stuff but it 
is pretty fundamental, and to the inflation- 
conscious equity buyer of today is self- 
evident. 
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Utility Executives’ 
Compensation 


By LAWRENCE S. MUNSON* 


A revealing survey of top-management com- 
pensation in which comparisons are made be- 
tween the financial rewards given utility execu- 
tives with those of industrial company key per- 
sonnel. 


HE compensation of public utility 

executives in 1957 was less affected 

by the recession than was the general 
experience in all industries. The average 
compensation of chief executives—includ- 
ing salary, bonus, and deferred compensa- 
tion—was up 2.2 per cent in 1957 for pub- 
lic utilities, compared to an average in- 
crease of 1 per cent for all industry. These 
figures are based on an annual survey of 
top-management compensation made by 
McKinsey & Company, Inc., management 
consultants.’ The survey included 642 
companies and 18 different industries. 
Public utilities were represented by 34 dif- 
ferent operating companies. 


Chief Executive Compensation 


ee the past two years, the utility in- 
dustry has shown higher rates of in- 
crease in chief executive pay than indus- 


*Staff member, McKinsey & Company, Inc. New 
York, New York. For additional personal note, see 
“Pages with the Editors.” 

1“Annual Report on Executive Compensation,” 
by Arch Patton, Harvard Business Review, Sep- 
tember-October, 1958. 
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try generally. The median percentage com- 
pensation increases were as follows: 
Median Percentage 
Increase in Compensation 
1956 1957 
1.0 


22 

Despite this trend, the industry still lags 
behind the general experience. Chart 1, 
page 743, plots the total compensation of 
highest paid executives with total assets 
of their companies. Thus, each utility com- 
pany surveyed appears as a dot on the 
chart. A line of best fit is calculated and 
drawn through the dots. Superimposed on 
the chart for comparison is a dotted line 
representing the corresponding line of 
best fit for all industries included in the 
survey. , 


= is apparent from Chart 1 that utility 

companies do not pay their chief execu- 
tives as much on the average as companies 
of comparable size, in terms of total as- 
sets. In making this comparison, however, 
it must be recognized that different indus- 
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tries have different traditions and different 
compensation practices. 


peed 2 sets forth a similar analysis, 
but substitutes profits for total assets 
in the analysis. In terms of profits, the 
chief executives of utility companies still 
receive less total compensation than their 
counterparts in other industries. It is note- 
worthy, however, that this disparity tends 
to narrow in the case of companies with 
higher profits. 

Chart 3, page 743, shows that the com- 


& 


pensation of chief executives in the utility 
industry compares more favorably to com- 
panies of equivalent size measured in 
terms of sales volume. 


NDEED, the “line of best fit” for utili- 
ties comes fairly close to that for all 
industries. This reflects the fact that 
changes in top-management compensation 
generally follow trends in profits rather 
than sales. Sales were typically up, and 
profits down for the companies surveyed 
in 1957; but both were up for utilities. 


CHART 2 
COMPENSATION OF C, E. O. RELATED TO PROFITS 
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UTILITY EXECUTIVES’ COMPENSATION 


Average Percentage Increase over 1956 
Chief Executive Net Net 

Compensation Sales Profits 
1.0 53 (32) 

22 i 49 


All industries .... 
Public utilities ... 


Other Top Positions 


LS compensation of the second, third, 
and fourth highest paid executives in 
the public utility industry continues to lag 
further behind the top man than is the 
case in the other industries surveyed : 


Compensation Expressed as 
Percentage of Chief Executive’s 
All Public 
Industries Utilities 
Second highest 
paid executive 
Third highest 
paid executive 
Fourth highest 
paid executive 


63 
49 
45 


Fringe Benefits 


_ one of the 34 utility companies in 
the survey had a pension plan, but 


tive contract with top executives. Only 
five companies—or 14.7 per cent of the 
utility companies—had stock purchase 
plans; compared to 59.2 per cent for all 
companies in the survey. Only a single 
utility company reported a deferred con- 
tingent compensation arrangement. None 
of the utility companies had a profit-shar- 
ing trust plan. 


Comparison to Hourly Wage Earners 
AS interesting contrast to this relatively 

unfavorable showing of utility ex- 
ecutives is provided by published data on 
wage earners. Bureau of Labor Statistics 
data on the annual gross earnings of pro- 
duction and other nonsupervisory workers 
in the same industries covered in the Mc- 


Kinsey survey show that utility workers 
fare somewhat better than average: 


Average Annual 


other “fringe benefits” were not frequent- Earnings 


- : 
ly found. Six had some form of consulta- SS 


Public utilities (sixth highest) 





Does Congress Represent the Public at Large? 


GC HAT this Congress revealed to the people—and we are 

W speaking of Congress in general, not of wise and some- 
times brave individuals who are members of it—is that any Con- 
gress seems no longer to be representative of the people who elect 
it. It is the creature of pressure groups and the victim of its fears. 
In justice it should be said that the 85th Congress was a little 
worse than other recent ones only because there were more pres- 
sures and more frights. When it is pressed and frightened a Con- 
gress listens neither to the people nor to its sage members; it 
spends and spends and spends. 

“Toward the end of the session some sanity seemed to return. 
But closer inspection usually showed that it was not the sanity of 
the majority but of a handful of hard-nosed members, usually of 
key committees, who fought holding actions against a few of the 
more extravagant proposals—the dreadful housing bill, for in- 
stance. Even so, the two houses wastefully appropriated or author- 
ized the spending of enough of the taxpayers’ money in the last 
couple of weeks to warrant a season of national mourning.” 

—EDITORIAL STATEMENT, 
Los Angeles Times. 
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Will the "transit coupon-redemption plan" 
now operating in New York and Philadel- 
phia spread across the nation and revive 
commuter interest in mass transit? What 
other benefits may accrue to transit com- 
panies through its judicious use? 


N July 1, 1958, the New York City 
Transit Authority embarked upon 
an experiment of great significance 

to the urban transit industry throughout 
the United States. On that date the au- 
thority introduced the coupon-redemption 
plan on all its buses and subways. 


The proposed plan is a very simple one. 
It involves an arrangement with the B. T. 
Babbitt Corporation in which the company 
issues one coupon with each of five sepa- 
rate household products selling under the 
trade name of Bab-O, Glim, Cameo Cop- 
per Cleaner, Hep Oven Cleaner, and Air 
Gene. Under the slogan of “buy three— 
ride free” the New York Transit Author- 
ity has high hopes that the coupon-re- 


*Assistant professor of economics, Temple Uni- 
versity, Philadelphia, Pennsylvania. For additional 
personal note, see “Pages with the Editors.” 
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demption plan will help to win back riders 
to public transit, and thus increase overall 
transit revenue. 

This plan was characterized by Charles 
L. Patterson, the chairman of the New 
York Transit Authority, as 


. . a practical gesture on the part of 
civic-minded businessmen. They are 
contributing their talents to help build 
up this vital service and make it more 
attractive to the public. We are happy 
to participate in this campaign. I hope 
it will encourage other businesses to do 
likewise. 


In order to assure the success of the 
coupon-redemption plan the B. T. Babbitt 
Corporation is prepared to spend $1 mil- 
lion in newspaper, radio-television adver- 
tising, and store promotion. It planned an 
initial distribution of seven million cans of 
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its household products to 16,000 stores in 
the metropolitan New York area. 


a plan was also put into effect 
in Philadelphia on September 22, 
1958. In Philadelphia the Hudson Pulp 
& Paper Corporation joined with the 
Babbitt company as sponsors of the plan. 
The Babbitt company will distribute in 
the Philadelphia metropolitan area the 
same five products that are sold in the 
New York area. The Hudson company 
will redeem coupons on its tissue, paper 
towels, and paper napkins. The Philadel- 
phia plan involves a coupon-redemption 
rate of four coupons for one Philadelphia 
Transportation Company token under the 
slogan of “Ride free on PTC.” Douglas 
Pratt, president of the PTC, has de- 
scribed the coupon-redemption plan 


... as something new in the transit in- 
dustry . . . an opportunity to demon- 
strate through this merchandising plan, 
the convenience, value, and vitality of 
public transportation. 


The coupon-redemption plan of four 
coupons for one token will run on an ex- 
perimental basis in Philadelphia from Sep- 
tember 22 through December 22, 1958. 
Coupons, however, will be redeemed until 
March 15, 1959. 


Origin of the Plan 


. ihe coupon-redemption plan for the 

urban transit industry is the brain 
child of Marshall S. Lachner, the presi- 
dent of the B. T. Babbitt Corporation. Mr. 
Lachner has long been aware of the de- 
cline in the use of urban transit in New 
York city and throughout the United 
States. He believes that realization by the 
public of the convenience, economy, and 


safety of mass urban transit will cause a 
halt in the downward trend of that indus- 
try. 

It was this conviction which led Mr. 
Lachner to propose his plan to the officials 
of the New York Transit Authority. He 
found a ready acceptance of his proposal. 
Mr. Lachner’s interest is a mixture of 
altruism and self-interest. He believes that 
the plan 


... will win new friends for... Babbitt 
and Hudson products and for the transit 
system ... the coupon plan is in tune 
with the best interests of the entire com- 
munity, which will benefit from wider 
use of public transportation and con- 
sequent easing of strangulating traffic 
congestion. 


Babbitt and Hudson officials estimate 
that over ten million product items will be 
labeled with free-ride coupons in stocking 
retail outlets in the Philadelphia metro- 
politan area. Promotion will be extensive 
in a joint all-out advertising campaign and 
the distribution of counter displays in 
more than 2,000 supermarkets, grocery 
stores, and retail outlets in the five-county 
Philadelphia area. 


Evaluation of the Plan 

HE adoption of the coupon-redemp- 

tion plan by New York city and Phila- 
delphia has aroused a wide interest in the 
press, the merchandising world, and the 
transit industry throughout the United 
States. The Pan-American Public Rela- 
tions Company, a firm which has done 
much of the publicity for the plan, is of 
the opinion that this interest is 


. . . partly accounted for by the fact 
that private industry is expressing a re- 
sponsibility toward the problems faced 
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by a public agency in mass transporta- 
tion. 


And this plan 


. is not philanthropy but practical 
co-operation, which is bringing a return 
in good will as well as revenue. 


Plans are being formulated to extend 
the coupon-redemption plan to many cities 
throughout the United States. Over forty 
cities have already shown interest in the 
possibilities offered by the Babbitt-Hudson 
coupon plan. Many other merchandising 
companies are prepared to adopt a similar 
plan if the present experiments in New 
York city and Philadelphia succeed. 

Both the Babbitt and the Hudson com- 
panies are confident of the potential suc- 
cess of their novel plan. This confidence 
is predicated upon the basic assumption 
that new transit demand will be generated 
by it. 

This prospect of new transit demand is 
really the crux of the coupon-redemption 
plan. This new demand could result from 
the following: (a) shift from the use of 
the automobile and (b) increased transit 
use by present riders. 


[ should be borne in mind that a shift 

from the use of the automobile by the 
confirmed user is extremely difficult—for 
he used the automobile because of the con- 
venience of door-to-door travel, mobility, 
comfort, and speed. Low transit rates do 
not cause him to change his mode of trans- 
portation. Transit companies have long 


tried to convince such automobile users 
that it is “work to drive,” that “public 
transit is cheaper,” and that “parking is 
difficult” with little success. The building 
of additional parking facilities in the cities 
has not aided the transit companies unless 
these parking facilities are feeders to the 
transit line. There is, however, the pos- 
sibility that those who use automobile 
transportation primarily because of the 
cost of public transit may find it advan- 
tageous to return to public transit as a 
result of the coupon-redemption idea. 

There is a distinct possibility that ex- 
isting regular and irregular users of pub- 
lic transit will increase their use of public 
transit as a result of the plan. Many peo- 
ple operate on a strict transportation 
budget. The fact that coupon redemption 
offers them an opportunity to secure free 
coupons from commercial products may 
induce these riders to make additional 
transit trips rather than to reduce the ac- 
tual money spent for transit fares. The ir- 
regular transit user may also use the 
coupons for additional trips. 

Of course, if the present users of public 
transit merely use their coupons to save 
cash fare outlay without making any ad- 
ditional trips on public transit, this will not 
constitute a net increase of transit de- 
mand. It will be but a maintenance of de- 
mand—or a transfer of demand from cash 
to coupon fares. 


wei consequence of the coupon- 
redemption plan and its attendant 


could have a long-run effect of reversing the downward trend in the 


q INCREASED good will generated by the coupon-redemption plan 


use of public transit. This would help relieve traffic congestion. Also, 
the ek could increase use of transit facilities in nonpeak hours, 


whic 
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publicity may well be an increased public 
good will toward the transit companies, 
and a greater public understanding of the 
advantages of public transit. This in- 
creased good will may have a long-run 
effect which could lead to a reversal of the 
long downward trend in the use of public 
transit. This would be one of the most con- 
structive developments in the field of pub- 
lic transit that has occurred for many 
years. A significant reversal of the shift 
from the use of public transit could result 
in an improvement of transit facilities, an 
increase in their comfort, safety, speed, 
and convenience. This in turn could lead 
to a reduction of traffic congestion that is 
a major problem of every major city to- 
day. 

Another significant result may flow 
from the introduction of the coupon-re- 
demption plan; that is, an increased use 
of transit facilities in nonpeak hours. The 
low nonpeak-hour use of transit facilities 
is one of the major problems facing the 
transit industry. Transit facilities must be 
maintained at nonpeak hours as a public 
service and as a means of contributing to 
total costs. Additional use of transit fa- 
cilities in nonpeak hours by housewives 
and other shoppers would result in increas- 
ing revenue to transit companies. This 
nonpeak-hour use may be increased still 
further as additional companies adopt the 
plan. 


Other Aspects of the Plan 

A: presently used in New York and 

Philadelphia the coupon-redemption 
plan is subjected to certain criticisms. 
These criticisms are not fatal to the plan, 
but they must be evaluated if the coupon- 
redemption plan is to have its maximum 
effect. These criticisms are: 


PROPRIETY OF PLAN: Public transit, 
* whether municipally owned or pri- 
vately owned and operated, is a legal 
monopoly. It is a questionable departure 
from the public utility concept to grant a 
single company, or two, the exclusive right 
to introduce a coupon-redemption plan in 
the transit industry. An editorial in The 
New York Times of June 5, 1958, raised 
the propriety question by observing that 
the coupon-redemption plan involving only 
the Babbitt company in New York was 


. a monopoly privilege. For six 
months Babbitt, and no other company, 
has an exclusive tie-in with the transit 
system. 


The addition of the Hudson company 
to the Philadelphia Transportation Com- 
pany’s coupon-redemption plan does not 
vitiate the argument that a public utility 
—a legal monopoly representing all the 
public—has granted an exclusive contract 
for a fixed period. Even the extension of 
the coupon-redemption plan to a limited 
number of other companies does not 
justify an exclusive tie-in with public 
transit. This is a questionable practice that 
should not be pursued by any public util- 
ity. 

The addition of a sufficient number of 
other merchandising companies to the 
coupon-redemption plan will, of course, 
overcome the criticism of lack or propriety 
of the plan. Transit companies will exer- 
cise sound judgment if they invite a wider 
participation by merchandising companies 
in the plan. 


? Pusiic INCONVENIENCE: The public 

* inconvenience inherent in the coupon- 
redemption plan as now constituted is a 
serious weakness. The coupons are to be 
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Plan May Stimulate New Transit Demand 


7 prospect of new transit demand is really the crux of the coupon-redemp- 
tion plan. This new demand could result from the following: (a) shift from 
the use of the automobile and (b) increased transit use by present riders... . 
a shift from the use’ of the automobile by the confirmed user is extremely difficult 
—for he used the automobile because of the convenience of door-to-door travel, 
mobility, comfort, and speed. Low transit rates do not cause him to change his 
mode of transportation. . . . There is, however, the possibility that those who 
use automobile transportation primarily because of the cost of public transit 
may find it advantageous to return to public transit as a result of the coupon- 
redemption idea. . . . regular and irregular users of public transit will increase 
their use of public transit as a result of the plan." 








redeemed by transit booth cashiers and 
bus operators. Again quoting from The 
New York Times editorial of June 5th on 
this point: 


While in some stations and at some 
points on the bus routes the barter ar- 
rangement may not cause delay or con- 
fusion, at busier places it certainly will, 
especially if there is a long line waiting 
—which is by no means unusual—and 
some housewife arrives with a batch of 
coupons to count. 


The same confusion may certainly oc- 
cur at peak-hour travel on the buses. Con- 
sequent delays will irritate the public and 
create ill will. This may result in loss of 
riders and thereby tend to defeat the prin- 
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cipal purpose of the coupon-redemption 
plan ; 7.e., to secure a net addition in riders. 


5 em criticism of the coupon-redemp- 

tion plan can be readily met by the 
adoption of a redemption plan by the 
merchandising companies that will involve 
a redemption of coupons by them for 
tokens from a stock which they purchase 
from the transit companies. 

This redemption plan would also over- 
come the criticism that the present redemp- 
tion plan as followed in New York and 
Philadelphia is really a redemption sub- 
sidy by the transit companies. This is es- 
pecially true in view of the general prac- 
tice followed by retail grocers in charging 
two cents (in addition to the redemption 
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value of the coupon) for every coupon 
handled as compensation for the adminis- 
trative costs involved in the collection, 
tabulating, and invoicing of the coupons. 


3 Lasor Cost: Under the coupon-re- 
© demption plan it is the employees of 
the New York Transit Authority and the 
Philadelphia Transportation Company 
who are to exchange the coupons for 
tokens or cash fares. The transit employees 
will handle these coupons free of expense 
to the Babbitt and Hudson companies. 
Thus, in a sense, these transit employees 
will be working for these two commercial 
companies without any additional com- 
pensation. Michael J. Quill, president of 
the Transport Workers Union, and Mat- 
thew Guinan, secretary-treasurer of the 
same organization, expressed the opinion 
of responsible labor leaders as to the pos- 
sibility of seeking additional compensa- 
tion for TWU employees as a result of the 
necessity of performing these added serv- 
ices. Their tongue-in-cheek statement ob- 
serves: 


We are not going to work ourselves 
into a lather about this, but the author- 
ity should know that we will not be soft- 
soaped out of asking more money and 
additional time for the added duties 
placed upon our members by the coupon 
plan. 


This should be sufficient warning to the 
New York Transit Authority and to the 
Philadelphia Transportation Company as 
to what they may expect in future labor 
demands if the coupon-redemption plan 
continues in its present form. 

This criticism would lose all its force if 
the merchandising companies redeem all 
coupons for tokens as suggested above. 


Low REDEMPTION RaTE: The ex- 

* perience of stamp-redemption, cash 
discount coupons, and premium coupon 
plans is that the rate of redemption is low. 
Commercial companies do not issue the 
percentage of their stamps or coupons re- 
deemed but one estimate is that the re- 
demption rate is approximately one out of 
three. Robert Bains, chairman of the Ad- 
vertising Distributors of America (spe- 
cialists in mail and coupon redemption), 
has been quoted in The New York Times 
of June 22, 1958, as stating that a 35 per 
cent redemption rate for mailed-in cou- 
pons is “passing.” 

A redemption rate below 35 per cent in 
the mailing program is not considered suc- 
cessful. 

There, however, is no assurance that the 
coupon-redemption rate of the Babbitt- 
Hudson plan will be as low as 35 per cent. 
It could be considerably higher as time 
goes on—especially if it is extended in the 
future to other merchandising companies 
and the time limit for coupon-redemption 
is removed. 

The accusation directed at the plan that 
it is essentially a promotion gimmick, loses 
sight of the main objective of the plan; 
t.e., to increase transit demand. The very 
boldness of the plan has merit. It em- 
phasizes the advantages of mass urban 
transit. Often a gimmick is needed for 
such a worth-while purpose. 

In the last analysis, the coupon-redemp- 
tion plan may be described as a novel step 
to reverse the downward trend of the 
urban transit industries, as a co-operative 
effort of merchandising firms to assist the 
transit industry, and as an effort to in- 
crease the co-operation of all segments of 
the community to revive an essential serv- 
ice to all residents of cities and the ad- 
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jacent metropolitan areas. This alone 
makes the introduction and extension of 
the plan worth while. 


Three Snags to Avoid 


Ox» warning is called for after observ- 
ing the first weeks of the operation 
of the coupon-redemption plan in Phila- 
delphia and the surrounding metropolitan 
area. This warning is that it is imperative 
that the Babbitt and Hudson companies 
(or any company which may later adopt 
the coupon-redemption plan for public 
transit) avoid three snags that have de- 
veloped in the inauguration of the coupon- 
redemption plan in Philadelphia. 

These snags are: (1) the inauguration 
of the coupon-redemption plan without 
prior publicity and promotion in the 
metropolitan area to be served by the 
coupon-redemption plan; (2) the inade- 
quate stocking of the retail stores with 
products carrying transit coupons; (3) the 
omission of suburban transit zones from 
the coupon-redemption plan. The snags of 
inadequate publicity, promotion, and in- 
adequate stocking are easily avoided by 
better planning, but the failure to include 
suburban transit zones (or intracity 
zones) within the coupon-redemption plan 
is serious to the full success of the plan. 
The commercial products are sold in all 
the suburban areas, and the suburbs have 
grown rapidly in recent years. They area 
potential transit market of some impor- 
tance for the generation of new transit 
demand. 

It is not a sufficient argument for the 
transit company to maintain that the 
suburban zones are 10-cent cash zones, 
and the coupon-redemption plan applies 
to token fares or straight 20-cent cash 


fares only. The transit company should 
provide a plan whereby two coupons 
would be exchangeable for a 10-cent fare. 
This purpose could be accomplished by is- 
suing a special token to the commercial 
companies distributing the coupons, and, 
in turn, these commercial companies could 
redeem the coupons for the special tokens. 
These special tokens would, of course, be 
a larger size than the normal token in 
order to avoid their use in the token turn- 
stiles located within the city. The omis- 
sion of the suburban rider from the 
coupon-redemption program is bound to 
result in ill will, and may adversely affect 
the transit demand. Again, this omission 
may open the transit companies to the 
charge of price discrimination in that the 
coupon-redemption privilege has a limited 
geographic application. 


Summary and Conclusions 


HE introduction of the coupon-re- 

demption plan in New York city and 
in Philadelphia is of major importance to 
the users of mass transit. It is an attempt 
by merchandising companies to apply the 
principles of merchandise promotion to the 
transit industry. The evaluation of the 
plan indicates that it may be of major 
significance in the creation of good will 
toward transit companies, stimulate new 
demand for transit service, contribute to 
an increase in nonpeak hours’ use of 
transit facilities, and reverse the trend 
away from mass transit. 

The current criticisms of this plan may 
readily be overcome by the merchandising 
companies themselves providing for the 
redemption of coupons, and for the exten- 
sion of the plan to additional merchandis- 
ing companies. 
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Expense of Bell Financing 


ARK TWAIN is reputed to have said that 
while everybody talked about the 
weather, nobody did anything about it. Al- 
though the parallel is not exact, it can al- 
most equally well be stated that while a great 
many financially trained people talk about the 
“cost of capital,” very few appear to have a 
correct conception of what the expression 
means. 

This is particularly unfortunate when the 
term is used by financial writers in connec- 
tion with public utility financing, or with the 
levels of utility earnings, since the miscon- 
ception is apt to be accepted as valid reasoning 
and used by the opponents of private owner- 
ship in the utility field as an argument for a 
lower rate of return than that necessary to 
preserve financial integrity. 

A case in point is provided by the state- 
ment of your financial editor, Owen Ely, 
in his comments in regard to AT&T, which 
appeared in his “Financial News and Com- 
ment” in the September 11, 1958, issue of 
the ForTNIGHTLY. 

Mr. Ely referred to the September, 1956, 
sale of common stock and said that the “cost 
of the financing was approximately 13 per 
cent—since share earnings for that year 
were slightly over $13—as compared with an 
average yield of less than 5 per cent. This 
was very expensive financing, especially con- 
sidering the huge size of the issue—about 
$573 million of new money was involved.” 
(My emphasis. ) 

Presumably, Mr. Ely’s “13 per cent” “cost 
of financing” is derived by relating the $13 
of per share earnings to the par value ($100) 
of the stock. No other conclusion can be 
drawn from his words and figures. But, it 
should be obvious that the par value of com- 
mon stock by no means measures the equity 
capital investment in a company and the re- 
lation of common stock earnings to the stock’s 
par value is almost invariably meaningless. 
This is particularly true in the case of Tele- 
phone. 


66 


NX the end of 1956 AT&T’s total common 
stock at par value amounted to $6,- 
289,388,900. In addition to this, the system’s 
equity investment applicable to the shares 
outstanding included $1,780,815,328 of 
premium on common stock and $1,316,978,- 
495 of retained earnings. Thus, the total com- 
mon stock investment at the year-end, ex- 
cluding common stock subscribed and instal- 
ment payments, was $9,387,182,723, or about 
$150 per share. Consolidated earnings for the 
year 1956 applicable to the common stock 
were $755,933,854, indicating a “return” of 
about 8.1 per cent. Actually, the “return” 
was fractionally higher than this since the 
year’s earnings should more correctly be re- 
lated to the year’s average equity capital 
rather than the end-of-year figure, but in the 
interests of simplicity I am not making this 
computation. Despite this, it is obvious that 
the ratio of earnings to equity capital was 
very much less than the “13 per cent” figure 
inferred by Mr. Ely. 

It should be emphasized, moreover, that 
the “cost” of common stock capital to AT&T 
(presumably this is what Mr. Ely meant 
when he used the expression “cost of financ- 
ing,” although technically the two terms do 
not mean the same thing) or to any other 
utility would not at all be measured by the 
ratio of a single year’s experienced earnings 
to the year’s equity capital investment. The 
cost of capital is not determined in quite so 
simple a fashion. 

While this is neither the time nor place to 
enter into a detailed analysis of AT&T’s fi- 
nancing policy, I believe that it can be stated 
categorically that this policy has not resulted 
in “very expensive financing.” Actually, I 
believe that the Bell system has in fact ob- 
tained new capital for expansion at a lower 
cost than would be demanded if investors 
were more fully conversant with the risks of 
the business. 

—CHARLES TATHAM, 
Research department, 
Bache & Co. 
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NLRB Jurisdiction 

S MALL utility companies and transit sys- 

tems will be able to take advantage of 
the facilities of the National Labor Rela- 
tions Board, as a result of the board’s new 
standards which reduce the volume of 
business a concern must do to qualify for 
NLRB review. Under the 1947 Taft- 
Hartley law, the board was given jurisdic- 
tion in labor matters that involved com- 
panies in interstate commerce, except rail- 
roads and airlines which come under the 
Railway Labor Act. But the NLRB de- 
cided to limit itself to cases with a pro- 
nounced effect on interstate commerce, by 
setting up standards a company would 
have to meet to be eligible for NLRB at- 
tention. 

The board’s voluntary limitation on its 
own jurisdiction meant that many com- 
panies doing less business than the board 
specified could not get a hearing before the 
board on its labor controversies. Nor 
could employees of these companies en- 
force their rights under the Taft-Hartley 
law. A change in this situation became 
mandatory when the U. S. Supreme Court 
ruled that rejection of a case by the 
NLRB did not necessarily mean that a 
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Washington and 


the Utilities 


state could assume jurisdiction over the 
case, thus creating, in the court’s own 
words, a “no man’s land, subject to regu- 
lation by no agency or court.” The Su- 
preme Court suggested that Congress or 
the NLRB remedy the situation by ex- 
tending the jurisdiction of the board. Con- 
gress responded this year by appropriating 
an additional $1.5 million to enable the 
board to increase its personnel necessary 
to take care of additional cases. 

The board has now extended its juris- 
diction simply by amending the standards 
required to qualify for board review. Un- 
der the new standards, nonretail com- 
panies qualify if their gross revenues 
amount to $50,000 outflow or inflow, di- 
rect or indirect. (Indirect outflow means 
sales within the state to users that have a 
$50,000 direct outflow or inflow. Indirect 
inflow means purchase of goods or serv- 
ices that originated outside the state but 
are purchased from a seller within the 
state. ) 


greg utilities qualify for NLRB re- 
view if they meet the nonretail stand- 
ard, or if their gross volume of business 
amounts to $250,000. The same standard 
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applies to transit systems, except for taxi- 
cabs which must meet the retail standard. 
Intrastate transportation operations link- 
ing interstate commerce come within the 
board’s jurisdiction, if revenue from the 
interstate portion of the enterprise, or 
from services performed for employers in 
interstate commerce, amounts to $50,000. 

New standards have also been set up for 
newspapers and communications systems. 
Formerly, a newspaper was required to 
have a gross volume of $500,000 a year 
before the board would consider its labor 
disputes. Television, telegraph, and tele- 
phone companies had to meet a $200,000 
gross volume requirement. In July, the 
board proposed to accept newspapers with 
$250,000 gross, and suggested the same 
figure for the other three. This would have 
permitted more newspapers to use the 
board’s facilities, but would have reduced 
the number of television, telegraph, and 
telephone companies that could qualify. As 
finally determined, the new standards per- 
mit newspapers to qualify with $200,000 
gross volume, and the others with $100,- 
000. 

» 


Columbia Valley Authority 


ff Senate Public Works Committee 
has scheduled hearings throughout 
the Pacific Northwest on proposed legisla- 
tion to create a Columbia Valley Develop- 
ment Corporate Authority. The committee 
held hearings in Washington this year on 
a bill sponsored by Democratic Senator 
Neuberger of Oregon, who introduced the 
measure at the request of the Northwest 
Public Power Association. Neuberger’s 
bill is now being redrafted for presentation 
in the first session of the 86th Congress. 
Interested parties will get a chance to pre- 
sent their views on the new version at 
hearings to be held in Portland, Oregon, 
December 8th; Seattle, Washington, De- 


cember 9th; Coeur d’Alene, Idaho, De- 
cember 10th; and Kalispell, Montana, De- 
cember 11th. 


F guise meeting of the executive com- 

mittee of Pacific Northwest Develop- 
ment Association suggests that the pro- 
posed CVA will meet with considerable 
opposition. Th following is a summary 
of the views expressed at the meeting by 
twenty-six reclamationists, water law at- 
torneys, farmers, and other property own- | 
ers on the Neuberger Bill (S 3114): 

1. If enacted into law, the legislation 
would give central government-autono- 
mous control of the water resources of the 
Pacific Northwest states to three men of a 
five-man federally appointed board. Al- 
though an attempt is made to protect state 
water rights, in other places the legislation 
nullifies this by giving both specific and 
broad powers to the authority to control 
water resources. 

2. No bill can be written using the 
broad powers of the federal corporation or 
authority concept to do the things in- 
tended by this legislative proposal that 
will not seriously endanger state and local 
water rights and laws and state control 
over this valuable resource. 

3. There is nothing in the proposal 
that would prevent the authority from tak- 
ing over all nonfederal electric utility 
property. Even if it were so stated, the 
concentration of the tremendous economic 
and quasi-political power in a public own- 
ership-dominated federal authority would 
enable it to promote legislation to take any 
property it desires to expropriate. The leg- 
islation, therefore, is in direct opposition 
to the preservation of a private enterprise 
type of economy. The bond-financing fea- 
tures, similar to those proposed for TVA 
at the last session of Congress, provide 
almost unlimited federal credit, and would 
likewise give it almost unlimited economic 
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power. From this standpoint alone, the 
proposal is both unsound from a govern- 
ment fiscal position, and unneeded to 
continue the resource development pro- 
gram in the Pacific Northwest. 

4. There are nonfederal and other fed- 
eral agencies willing and able to provide 
jointly the in-power-business — services 
needed, as well as reclamation, river im- 
provement, and other services. According 
to experts, there are only a very few, if 
any, projects of the type that would use 
the bond-financing method, as prescribed 
in the bill, unless other existing federal 
and nonfederal agencies were obstructed 
from doing the job. 

5. The legislation for this corporate 
authority, because of its controversial na- 
ture and the concealed broad powers and 
the tremendous concentration of economic 
and quasi-political power that the bond- 
financing federal credit would provide, is 
more dangerous to local autonomy than all 
previous authority proposals. 

6. It was pointed out that the present 
check and balance system of water re- 
source development, through the combined 
effort of established federal and nonfederal 
agencies, was the safest and best method 
of protecting water and property rights. 


HE December hearings will take on 

added significance in view of the ad- 
mitted failure of efforts to form a Colum- 
bia interstate compact. A September meet- 
ing of representatives of the seven Pacific 
Northwest states involved showed once 
again a hopeless deadlock between Wash- 
ington and Oregon, on the one hand, and 
the Upper Basin states—Idaho, Montana, 
Utah, Wyoming, and Nevada—on the 
other. The Washington-Oregon represent- 
atives have agreed that they should ask to 
be relieved of their fruitless labors. The 
demise of the compact solution to regional 
water development is sure to give impetus 


to those seeking a TVA-type power au- 
thority for the Columbia valley. 


> 
Canadian Gas Imports 


pene is increasing optimism within 
the American natural gas industry 
that the controversy over bringing Cana- 
dian gas into the United States will be 
settled before Christmas. If so, western 
Canada probably will experience the big- 
gest boom in Canadian history in the next 
few years, and the United States may very 
soon be getting six times the present flow 
of 200 million cubic feet of gas a day. 
At this writing, the Federal Power 
Commission was trying to settle the long 
controversy over competitive proposals to 
import Canadian gas into the upper mid- 
west states. Midwestern Gas Transmission 
Company was the applicant favored to win 
FPC approval to build a pipeline from 
Canada to serve midwestern communities 
—the line to tie in with Tennessee Gas 
Transmission Company’s system. 
Observers also predict that the interim 
report of the Borden Commission in Can- 
ada, to Canadian Prime Minister Diefen- 
baker, will side with Alberta and British 
Columbia gas men who are anxious to ex- 
port gas to the United States. Having 
naturally followed the Borden Commis- 
sion hearings closely, and having spent 
thousands of dollars to analyze the volu- 
minous testimony, representatives of the 
gas industry in this country can see no 
other possible verdict. According to them, 
the testimony shows that Canada not only 
has far more gas reserves than the country 
can use now, but that her potential gas 
reserves are at least twelve times her 
proven reserves. Opposition to exportation 
of Canadian gas has come largely from 
Canadians in the East who want to keep 
the country’s gas for “Canada’s future.” 
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Plan to Wean REA Co-ops 


it was disclosed on October 16th that the 
Eisenhower administration is opening 
a campaign to win farm support for its at- 
tempt to make REA co-op borrowers (in- 
cluding telephone borrowers) less depend- 
ent on the federal Treasury. Kenneth L. 
Scott, head of the Agriculture Depart- 
ment’s credit services, said last month the 
department planned to seek support from 
general farm organizations and local elec- 
tric co-operative associations. The hotly 
fought battle revolves around a law under 
which the department’s Rural Electrifica- 
tion Administration lends money to local 
and regional rural electric co-operatives at 
a flat 2 per cent interest rate. 

During the last Congress, the adminis- 
tration proposed raising interest rates on 
all government loans—including REA— 
to not less than the rate the Treasury pays 
when it borrows money. This would have 
raised REA rates to between 3 and 4 per 
cent. The administration also proposed in 
a separate bill that a revolving fund of 
private capital be created to replace some 
of the federal REA loans. The Congress, 
which usually has granted REA loan 
funds with a liberal hand, refused to con- 
sider either interest-boosting measure. 
Critics said the proposals would force 
higher power bills on farmers and drive 


many rural electric systems into the hands 
of private power companies seeking to buy 
them out. 

Scott indicated support would be sought 
for a new proposal. The new plan, an addi- 
tion and not a substitute for the earlier 
measures, would call for eventual estab- 
lishment of a bank, financed and owned by 
the REA co-operatives themselves to meet 
their credit needs. Scott said many of the 
co-operatives already have funds which 
could be used to begin capitalizing such a 
bank. 

> 


USITA Meeting 


_ problem of REA financing of 
rural telephone operations also en- 
gaged a considerable amount of attention 
at the sixty-first annual convention of the 
United States Independent Telephone As- 
sociation. Held in Chicago, as usual, this 
year an extra “early bird” session, known 
as the REA Borrowers Conference, was 
added to the customary three-day meeting. 
This conference, devoted exclusively to a 
discussion of REA financing in the tele- 
phone field, was held on Sunday, October 
12th, prior to the usual convention meet- 
ings on October 13th through the 15th. 
Among the speakers at this REA Bor- 
rowers Conference was Colonel William 
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C. Henry, president of Northern Ohio 
Telephone Company, who said that “It 
seems apparent that the REA is going to 
be with us for a long time.” REA’s tele- 
phone lending program, said Henry, is 
enabling many small independent commer- 
cial companies to improve and extend 
their service and to continue in existence 
as important parts of their communities. 
It is also helping other companies to 
finance the acquisition of adjacent com- 
panies and become, with greater combined 
resources, more self-sustaining and better 
able to employ competent personnel, with 
resulting improved managerial, supervi- 
sory, and technical talent available to ren- 
der service to the public. Henry said he 
does not expect Congress to take any ac- 
tion in the near future to raise the present 
2 per cent interest rate on REA loans and 
that, therefore, it is premature for USITA 
to take a position on the subject. 
tas 
— speaker at the REA Borrow- 
ers Conference was E. C. Weitzell, 
chief of the REA Telephone Operations 
and Loans Division. He reviewed prog- 
ress being made in financing and rapid 
conversion of farmer lines through REA 
loans. He stressed the importance of regu- 
lar reporting to review managerial func- 
tions and referred to the changing de- 
mands of rural telephony, including assist- 
ing federal services such as defense and 
air service activities. Mr. Weitzell spoke 
also of industry co-operation, saying : 


As independents, you should look 
forward to and assume the responsibil- 
ity for merging and _ consolidating 
smaller units into more adequate and 
efficient operating systems. This must 
be done, however, without “bidding up” 
acquisition prices and without excessive 
costs of any type. We should do every- 
thing in our power to discourage the 
efforts of some to inflate the value of 
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rural telephone property far beyond its 
ability to produce. 


N the final day of the USITA conven- 

tion, REA Administrator David A. 
Hamil reviewed the progress made to date 
under the rural telephone program. He 
said : 

The best way to find out how REA 
operates is to ask the management of 
one of our borrowers. I think they will 
assure you that we are no more meddle- 
some than any other group of bankers. 
. . . The first loan was approved in 
February, 1950. By the end of Septem- 
ber, 1958, about half a billion dollars 
in REA loans had been approved to 625 
telephone borrowers—417 commercial 
companies and 208 co-operatives. These 
loans will enable the borrowers to con- 
struct 286,000 miles of line, to provide 
new or improved service to more than 
one million farmers and other rural sub- 
scribers through more than 2,000 ex- 
changes. 


HILE most of the USITA conven- 

tion papers and speeches were de- 
voted to technical plant and operating 
problems, there was one very excellent dis- 
cussion of regulatory problems by P. A. 
Nenzel, vice president and general man- 
ager of the California Water & Telephone 
Company. He said that recognition of 
attrition as a means of maintaining an 
adequate rate of return will not solve the 
problem of inflation which faces regulated 
telephone companies. The problem of long- 
term inflation must be met ultimately by 
recognition of current costs or present 
value, as distinguished from net invest- 
ment or original cost. Nenzel warned that 
as decreased purchasing power of the dol- 
lar necessitates higher and higher rates of 
return to attain the “end-result” standard 
used by a number of state commissions, 
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“the public will in time rebel against what 
they would deem excessive rates of return 
as they would relate the rate of return on 
preinflation investment dollars to the re- 
turn they are earning on their current 
dollars.” The public relations aspect of 
maintaining adequate earnings alone “will 
ultimately force the use of fair value or 
current cost as a rate base,’’ Nenzel said. 

The convention elected as its president 
for the coming year Hugh A. Barnhart, 
president of the Rochester Telephone 
Company of Rochester, Indiana. He suc- 
ceeds Clive W. Haas of Big Timber, Mon- 
tana. 

There was a very excellent and com- 
prehensve 38-page report on the work 
of the USITA presented to the con- 
vention by the executive vice president, 
Clyde S. Bailey. This report discussed the 
“bright future” for independent telephone 
companies, the operating results of vari- 
ous classes (A to D) of independent com- 
panies filing statistical reports, and the as- 
sociation’s work on toll compensation. 
Under the last-named item it was noted 
that whereas the independents obtained 
$12 million from the Bell system as toll 
message compensation in 1937, the total 
was $186 million in 1957—much of the in- 
crease due to the negotiations of the USI- 
TA as well as the rapid increase in the 
volume of traffic. Mr. Bailey’s report also 
touched on the work of the USITA com- 
mittees, the FCC investigation by Con- 
gress of various cases before the FCC, 
twelve items of legislation before Con- 
gress, and the USITA Management Sem- 
inar at Kansas University. 


a 


TV Licenses to Be Reviewed 


. ie United States Supreme Court on 
October 20th recommended further 
lower court deliberation on two midwest 


television awards because of testimony 
given last spring to House influence in- 
vestigators. Two broadcasting companies 
brought the case to the high tribunal as a 
challenge to allocation of the channels by 
the Federal Communications Commission. 
By a 7-to-2 vote, the high court vacated 
decisions by the U. S. circuit court of ap- 
peals for the District of Columbia uphold- 
ing the commission and sent the cases 
back to the appeals court. 

The brief court order pointed out that 
since the appeals court decisions came 
down last spring testimony that might 
affect the case was given to House influ- 
ence investigators. It said the appeals 
court may take whatever action it may 
deem “appropriate.” The two companies 
are Sangamon Valley Television Corpo- 
ration, which applied for Channel 2 in 
Springfield, Illinois, and WIRL Tele- 
vision Company, which applied for Chan- 
nel 8 in Peoria, Illinois. 

WIRL won the Channel 8 grant, but 
the FCC preferred another application— 
WMAY-TV—over Sangamon. WIRL 
and Sangamon went to court after the 
commission shifted Channel 2 to the Terre 
Haute, Indiana-St. Louis, Missouri, area 
and Channel 8 to the tricity area of IIli- 
nois and Iowa (Davenport-Rock Island- 
Moline). 


Sim commission replaced the two 
channels—both very high frequency 
—with ultrahigh-frequency channels. The 
action was part of the commission’s “de- 
intermixture” plan, under which channels 
in certain areas are ultrahigh frequency 
only while in other areas they are very 
high frequency only. Very high-frequency 
channels are considered more desirable in 
mixed areas because, among other things, 
many receiving sets do not bring ultra- 
high frequency. 
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A Study of Stock Dividends 


HE July-August issue of Harvard 

Business Review contains an article 
on “Evaluation of Stock Dividends” by 
C. Austin Barker, senior economist for 
Cleveland Electric Illuminating Company. 
Mr. Barker had published two earlier ar- 
ticles on stock splits in the January-Feb- 
ruary, 1956, and May-June, 1957, issues. 
In view of the recent interest in the pol- 
icv of paying annual stock dividends (in 
addition to cash) announced by Common- 
wealth Edison, it may be of interest to 
summarize this scholarly study. 

The number of stock dividends in re- 
cent years has reached record highs—143 
were paid in 1955, 197 in 1956, and 177 
in 1957, on the New York Stock Ex- 
change alone. Benefits claimed for stock 
dividends include “permanent” increases 
in market price resulting from broaden- 
ing of share ownership, tax benefits to in- 
vestors in the higher income brackets, con- 
servation of corporate cash for expansion, 
etc. 

Mr. Barker feels that a basic distinction 
should be made between a stock split and 
a stock dividend—a split involves no 
change in capital account or surplus ac- 
count ; but a stock dividend requires trans- 
fer of a portion of the earned surplus to 
capital account. The New York Stock Ex- 
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Financial News 
and Comment 


By OWEN ELY 


change rule, which assumes any distribu- 
tion of 24 per cent or less to be a stock 
dividend and any payment of 25 per cent 
or more to be a split up, he considers some- 
what arbitrary. 


 emipenaes the effect of a stock dividend 


on market price, a number of studies 
have been made but none of them make 
the important distinction between stock 
dividends accompanied by cash dividend 
increases, and those with no increase in 
cash payments. Accordingly, he divides 
stock dividends into three groups—those 
accompanied by cash dividend increases, 
those with no increases (or decreases), 
and those which substitute stock for cash 
altogether. In studying these groups, the 
base date for each stock dividend was 
established as six months prior to the ex- 
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dividend date, and the final comparison 
was made six months after the latter date. 

During a three-year period there were 
224 stock dividends of 5 per cent or over 
to be analyzed. After making various ad- 
justments which need not be detailed here, 
Mr. Barker’s conclusion was that an av- 
erage price gain of 9 per cent was ob- 
tained where the cash dividend was in- 
creased, and that this was a lasting gain. 
This was irrespective of the short-lived 
price run up which frequently occurs dur- 
ing the first few days after the news of a 
stock dividend reaches the public. In con- 
trast, if there is no cash dividend increase, 
the stock is apt to show a decline, amount- 
ing to as much as 12 per cent in some cases. 

In some cases where a stock dividend 
has resulted in higher cash dividends there 
may be an increased percentage pay-out of 
earnings, with a resulting decrease in earn- 
ings protection. In such cases, particularly 
for cyclical stocks, the market price does 
not respond fully to the increase in the 
cash dividends. He therefore concludes 
“that in the long run smaller cash divi- 
dend increases, paid more frequently and 
with an eye to sound earnings protection, 
have the greater relative impact per dol- 
lar of increase and market price.” 


g $e desire to conserve cash does not 
appear to be the motivating factor for 
many stock dividends—only about 15 per 
cent, according to Mr. Barker’s analysis, 
covering 34 cases where the stock dividend 
was used to supplement a partial reduc- 
tion in cash dividends or to replace the 
cash dividend. Maintenance of the regu- 
lar cash dividend rate per share, and dis- 
tribution of a stock dividend in lieu of a 
cash increase, does not usually conserve 
the corporation’s total cash, he points out. 
Thus with a continuing $1 cash dividend 
rate and a 10 per cent stock dividend there 
is an actual increase of 10 per cent in the 


cash payment; and he thinks the company 
might just as well give a year-end extra 
cash dividend. Except for a three months’ 
lag there is no cash conservation, and such 
a lag is too small to be of much signifi- 
cance. He concludes that no cash saving is 
achieved by means of a stock dividend un- 
less the per share cash dividend is reduced 
by at least the amount of the stock dilu- 
tion factor and if this is done the price of 
the stock tends to decline. 

Regarding the stockholder’s tax savings 
from stock dividends as compared with 
cash dividends, he is also somewhat skep- 
tical, as the stockholder must pay a capital 
gains tax if he sells his stock dividends, or 
part of his original holdings; and if he re- 
tains the stock dividend he must pay the 
same regular income tax rate on his in- 
creased cash dividends. (Incidentally, 
Business Week for October 18th, pages 
157, 158, contains a detailed explanation 
of taxes on stock dividends, including the 
treatment of fractional shares or scrip.) 


ee the payment of regular stock 
dividends, will the stockholder’s to- 
tal investment value increase at the same 
percentage rate as the stock dividend? 
Only ten out of 241 companies paid divi- 
dends of 5 per cent or more each year dur- 
ing the test period 1951-54. The combined 
price behavior of the six regular issuers 
that increased their cash dividends showed 
a real price gain of about 5 per cent over 
the general market. On the other hand, 
those that reduced their cash dividends 
suffered rather substantial declines. 

Thus, Mr. Barker feels that there is no 
special price benefit arising from stock 
dividends even in cases marked by com- 
plete regularity or continuity; “competi- 
tive earnings and cash-dividend-paying 
ability is what determines the market price 
performance of stocks with similar risks.” 
One reason for this may be that profes- 
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sional investors are not interested in stock 
splits or stock dividends, since high dollar 
value does not deter them from purchases. 
Studies made by others prove beyond 
doubt, Mr. Barker asserts, that evaluation 
of stocks made by professional investors 
is the dominant price factor in the modern 
stock market. 

Do stock dividends help in stockholder 
growth by increasing the number of share- 
holders? He concedes that stock splits ap- 
parently have a good effect—one study 
showed an increase of 30 per cent over a 
three-year period compared with 6 per 
cent for “unsplit” stocks. For companies 
paying stock dividends the data indicate 
that there was a 20 per cent increase in the 
number of stockholders, or about two- 
thirds as much as for splits. Thus, both 
types of distribution may be said to ac- 
complish this particular goal, although the 
stock dividend companies which did not 
increase the cash dividend rate showed 
poor results. Thus the increase in cash 
dividends may have been an important fac- 
tor. “In no aspect . . . have I been able to 
find a single measurement approach that 
would show any proof that stock dividends 
have of themselves enhanced the market 
price of the stock,” Barker said. “Both the 
broadening of ownership and the enhance- 
ment of market value in the long run are 
primarily dependent on fundamental in- 
vestment quality.” 


——— of regular stock divi- 
dends, Mr. Barker points out, is the 
necessity of calculating the dilution factor 
—taxpayers with a 5 per cent distribution, 
for example, must apply a dilution factor 
of 95.2381 per cent to their original cost. 
Another bothersome detail is selling the 
fractional share scrip, although some com- 
panies take care of this by making cash 
payments for such scrip. (Commonwealth 
Edison will do so.) Another stock market 
complication is that “due bills” may be 
used in some cases, adding to the confusion 
of the stockholder. 

Over $30 billion worth of common 
stock were held in personal trust funds in 
1954 and numerous stock dividends mean 
administrative difficulties and extra ex- 
pense for these trust accounts. Brokerage 
commissions are also heavy on small odd 
lots. The company issuing the stock divi- 
dends has extra expenses in connection 
with the issuance and handling of the ad- 
ditional shares. The cost of a 2-for-1 stock 
split in the 25,000 to 35,000 shareholder 
class is estimated at around $100,000 or 
over $3 per shareholder. “In view of the 
foregoing disadvantages,” he concludes, 
“it is difficult to justify the very small, 
more or less continuous stock dividend per- 
haps as sound management policy,” al- 
though he admits that there are certain ex- 
ceptions. Stock splits at less frequent in- 
tervals might be a better policy, he thinks. 





CURRENT YIELD YARDSTICKS 
(Standard & Poor’s Indexes) 


Oct. 15, 1958 Range 1957 Range 
1958 High Low High Low 

4.38% — 3.70% 
441 — 3.73 
— 3.85 4.70 
— 420 5.21 
— 4.26 4.86 
— 422 


4.18% 423% — 3.58% 
4.27 4.34 61 

4.47 4.50 
4.91 4.96 
4.61 4.66 
4.23 4.98 


*Twelve industrial and two utility issues (high-grade). 
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Thus, according to this research, the 
principal argument in favor of stock 
dividends is the potential increase in the 
number of shareholders, but so far as last- 
ing gains in market price are concerned 
the results seem negative. Moreover, stock 
dividends have no special tax advantages, 
are not customarily used to conserve cash, 
and are frequently an inconvenience to 
shareholders. 


Me BaARKER’s conclusions, while backed 
by painstaking statistical research, 
seem a little biased. It is doubtless true that 
many stock dividends do not fully ac- 
complish the corporate objective, and some 
of them involve too much tax bookkeep- 
ing. However, the carefully developed 
policy of paying regular annual supple- 
mentary stock dividends, as proposed by 
Commonwealth Edison and as already 
practiced by three other utility companies, 
deserves to be examined carefully and 
thoroughly. A statistical study such as Mr. 
Barker’s, based largely on the experience 
of cyclical industrial companies, may not 
be fully applicable to the more stable utili- 
ty companies. In any event, the Common- 
wealth experiment is an interesting one 
and may provide a valuable lesson in fi- 
nance for the utility industry. 


¥ 


Utility Financing at Low Ebb— 
Many Offerings Postponed 


ose to the abnormal bond market re- 
sulting largely from the weakness 
in treasuries, the volume of utility financ- 
ing was very low in September and early 
October. Electric utility financing in Sep- 
tember, including private offerings, 
amounted to only $86 million and the gas 
utilities sold about the same amount. Utili- 
ty issues previously registered with the 
SEC but which were postponed, included 
the following: 


$20 Million Montana Power Co. Ist 
Mortgage Bonds of 1988. 

$17 Million Gulf States Utilities Co. 
ist Mortgage Bonds 1988. 

$10 Million Laclede Gas Co. Ist 
Mortgage Bonds. 

$10 Million South Carolina Electric 
& Gas Co. Ist Refunding Mortgage 
Bonds 1988. 

150,000 Shares Consumers Power 
Co. Preferred Stock. 


As indicated in the table, page 764, 
prepared by Ebasco Services, total financ- 
ing for all utilities in the nine months end- 
ed September 30th aggregated about $4.1 
billion or an average of over $450 million 
a month (about $2 billion for electric util- 
ities and $1 billion each for gas and tele- 
phone utilities). 


> 


“People’s Capitalism” and the 
Utilities 
_ First National City Bank Letter 
for September contains an interesting 
discussion of our “People’s Capitalism.” It 
presents a table of the 100 largest U. S. 
nonfinancial corporations, which includes 
25 utility companies, 16 railroads, 3 mer- 
chandising, and 56 manufacturing com- 
panies. The Letter points out that in Com- 
munist theory all shops, mines, and fac- 
tories belong to the worker—but in Com- 
munist practice the worker’s share is great- 
ly reduced, since the state as the real owner 
concentrates on the development of heavy 
industries. In contrast, with our “People’s 
Capitalism” the public not merely has ade- 
quate buying power through high wages 
to enjoy the goods turned out in varied 
abundance, but also shares directly or in- 
directly in the dividends paid by these cor- 
porations. 
The 100 largest corporations employed 
a total of 6.2 million men and women last 
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FINANCIAL NEWS AND COMMENT 


year, and the total reported assets of $148 
billion averaged about $24,000 per em- 
ployee (for utilities $38,000). The own- 
ership of these companies was vested in 
10.8 million stockholders — a decade ago 
the figure was 6.7 million, indicating an 
increase of 60 per cent. About three- 
quarters of the companies reported that 
they had more stockholders than em- 
ployees. 


eos 100 companies paid out 4.3 cents 
of the revenue dollar in preferred and 
common dividends and retained about 3.4 
cents in the business—so that stockholders 
had an equity of less than 8 cents com- 
pared with over 28 cents given to labor, 
and more than 9 cents paid to government 
agencies in taxes. Each employee received 
an average of $5,600 per annum in wages 
and other benefits. 

The Letter points out that the growth 


of these large enterprises has not reduced 
the number of smaller enterprises, which 
now total about 4.3 million compared with 
4 million a decade ago. Summarizing, the 
Letter states: “Profits are the guide to 
management in supplying the things the 


public wants and is willing to pay for. 
Without this guide, the alternative is a 
government bureaucracy to determine 
what and how much is to be produced ; and 
the public has to take what is offered 
whether it likes it or not.” 


> 


FPC Forecast of 1980 
Electric Load 


ce Federal Power Commission in 
Bulletin P-31 has made projections of 
energy requirements for 1980, from which 
following percentages have been derived: 

1957 1980 Increase 


Farm Use (Excluding 
Irrigation) 2 44 100% 

Irrigation, etc. ...... 9 17 89 
Residential 453 238 
Commercial 185 
Industrial 187 
ici 133 
25 
105 
215 


192% 


Turning to the table showing the in- 
crease by areas, we arrive at the following 
percentage increases : 


WEEKLY ELECTRIC OUTPUT 


TOTAL ELECTRIC UTILITY INDUSTRY IN THE U.S.A. 


E.E.1. INDEX 
REPORTED KWHR ADJUSTED 
FOR SEASONAL VARIATION IN 
PERCENT OF 1947-1949 AVG 


200 
1958 
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Billions of Kw erating capacity is as follows, in millions 
Electric Power Requirements 5 ’ 
Supply Areas 1957 1980 Increase of kilowatts: 
I—Northeast 123 318 159% 1957 1980 Increase 
II—East Central 348 178 28 58 108% 
I1I—Southeast 342 169 Steam and Nuclear .... 354 
IV—North Central 234 208 Internal Combustion ... 11 
V—South Central 201 224 — —- 
VI—West Central 44 267 423 
VII—Northwest 180 233 a 
VIII—Southwest 200 239 I ‘HE commission apparently assumes a 


U. S. Totals 1,866 192% gradual slowing down in the rate of 
growth for the electric power industry or 
perhaps makes allowance for the potential 
effects of future wars and depressions. 
The study assumes a population of about 
228 million for the United States in 1975. 
The report brings up to date the his- 
torical information contained in the De- 
cember, 1956, publication, presenting 
The comparison between kinds of gen- forecasts for 1955-80 (FPC P-30). 
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RECENT FINANCIAL DATA ON GAS UTILITY STOCKS 
ion. 
Annual 10/16/58 Divi Recent In Sh. Price- 
Rev. Price dend Approx. _Share % In- Earns. Earns. 
(Mill.) About Rate teld Earnings erease 1952-57 Ratio 


Pipelines and Integrated Systems 
Ala.-Tenn. Nat. Gas .... $1.2 5.2% $1.66Je 13% 13.8 
American Nat. Gas 260 42 4.08Je 12 15.0 
Arkansas Louis. Gas .... 1.20 1.85De 20.0 
Colo. Interstate Gas .... 1.25 1.98Je 227 
Columbia Gas System ... 1.00 1.50Je 13.3 
Commonwealth Gas 8 a 40De 20.0 
Commonwealth N. G. ... 1.80 3.21Je ‘ 

.90 1.67Jy 
.00 3.46Je 


AINS for different periods of years 
for the U. S., compare as follows: 
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Consol. Gas Util. ....... 
Consol. Nat. Gas 2 
E. Tenn. Nat. Gas .60 
El Paso Nat. Gas 1.30 
Equitable Gas 1.60 
Gulf Interstate Gas 50 
Houston N. G, .......:. 2 
Kansas-Nebr. Nat. Gas .. 0(f) 
Lone Star Gas 

Miss. River Fuel 
Montana Dakota Util. ... 
Mountain Fuel Supply .. 
National Fuel Gas 
Northern Nat. Gas 
Oklahoma Nat. Gas .... 
Panhandle East. P. L. .. 
Pennsylvania Gas 
Peoples G. L. & Coke .. 
Southern Nat. Gas 
Southern Union Gas .... 
Tenn. Gas Trans. ...... 
Texas Gast. Trans, ..... 
aexas (sas Tans, ......- 
Transcont. Gas P. L. .... 
United Gas Corp. ....... 


0 G0 
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Aver. 
— Incr. APproe. 
—_ 10/36/58 Divi. Recent In Sh. Price. Div. Common 
rice en 'O%. are n- arns. rns. ay- OC: 
(Continued) About Rate Yield Earnings crease 1952-57 Ratio ond Equity 


Retail Distributors 


Alabama Gas 

Atlanta Gas Light 
Berkshire Gas 
Bridgeport Gas 
Brockton-Taunton Gas .. 
Brooklyn Union Gas .... 
Cascade Nat. Gas 
Central Elec. & Gas 

Cent. Indiana Gas 
Chattanooga Gas 

Gas Service 

Hartford Gas 

Haverhill Gas 

Indiana Gas & Water ... 
Laclede Gas 

Michigan Gas Util. ..... 
Midsouth Gas 
Minneapolis Gas 

Miss. Valley Gas 

Mobile Gas Service 

New Haven G 

New Jersey Nat. Gas ... 
No. Illinois Gas 

North Penn Gas 
Northwest Nat. Gas .... 
Pacific Lighting 

Pioneer Nat. Gas 
Portland Gas Lt. ....... 
Providence Gas 

Rio Grande Valley Gas .. 
So. Atlantic Gas 

So. Jersey Gas 

United Gas Impr. ....... 
Wash, Gas Light 

Wash. Nat. Gas 
Western Ky. Gas 


NO 


% $2.73Je ! 15% é 59% 42% 
2.63Se 5 Fa 61 33 
1.33Je 31 
2.13Je 1 
1.18De 43 
3.24Je 13 
Def.De a 
1.55Je 15 
1.11Je 7 
59My 14 
2.84Je 7 
2.11My _— 
1.99Au 7 


7 
18 
7 
12 
14 
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RECENT FINANCIAL DATA ON TELEPHONE, TRANSIT, AND WATER STOCKS 
Aver. 
Incr. 
Agana 10/16/58 Dive Recent In Sh. Price- 


ev. Price dend Approx. Share % In- Earns. Earns. 
(Mill.) About Rate teld Earnings Crease 1952-57 Ratio 


Communications Companies 
Bell System 


$6,313 Amer. T. & T. (Cons.) .. 194 
303 Bell Tel. of Canada .... 43 
46 Cin. & Sub. Bell Tel. .... 87 
232 Mountain Sts. T. & T. .. 130 
324 New England T. & T. .. 146 
864 Batu 0. To. sc ascecs 138 808Au D112 
108 So. New Eng. Tel. ...... 40 190De DIi3 105 


Averages 5.0% D6% 1% 17. 87% 
Independents 
Anglo-Canadian Tel. .... $1. 3.3% $3.17Je D2% 56% 114 38% 55% 
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4.6% *$13.53Au 4% 3% *143 
4.7 2.00De Dil — 215 
5.2 4.93De D112 1 
5.1 889My D5 3 
5:5 8.93Je 7 2 
Sal 1 
5.0 — 
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Incr. 

In Sh. Price- 
% In- Earns, Earns. 
crease 1952-57 Ratio 


D24 = 19,7 
Dil _— 16.1 
14.9 
11.6 
14.5 
28.0 
17.7 
*16.0 
17.0 
20.3 
18.0 
15.3 
19.6 
17.5 
17.1 
123 


16.8 


Recent 
Share 
Earnings 


2.08Je 

87Je 
1.54Je 
1.99De 
1.24Je 


10/16/58 Divi- 


In: Price dend Approx. 
(Continued) About Rate ~ Yield 


British Gol, Tel... .. 055 41 2.00 4.9 
(Cant. Inter. Del. cusses 14 / 

Calif. Water & Tel. .... 
Central Telephone 
Commonwealth Tel. 
Florida Telephone 
General Telephone 
Hawaiian Telephone .... 
Inter-Mountain Tel. ..... 
Rochester Tel. ....0<..< 
Southeastern Tel. ....... 
Southwestern St. Tel. ... 
Tel. Service of Ohio .... 
United Utilities 

West Coast Tel, ....0<%. 
Western Union Tel. .... 
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Transit Companies 


Baltimore Transit 
Cincinnati Transit 

Fifth Ave. Coach 
Greyhound Corp. ....... 
Nat. City Lines 

Niagara Frontier Trans. . 
Pala AWAGSS Sse ccse sewn 
PHISDULEN RVs: c2cicese 
Rochester Transit 

St. Louis P. S. 

fh es fe Oe es 
United Transit 


$1.01De 
52De 
2.46De 
1.22De 


| 


a 
So 
x 


arr 
DS 


a —— 
INS GNI 
NOR NIDA O 


ISBSlITlollll 


O 
O 
S 
> 
S 
O 
O 
A 
O 
O 
> 
O 


CATT a TAatTnA 
_— 
NOSWMNOONGCON 
SCOSCODAAUwWW 

| _ 

pear 

| — 
bch sere dl 
NOWMNO 


go 

—) 

& 
so 
bb 


Averages 


Water Companies 
Holding Compames 


American Water Works . $.60 43% $ .97Je 


> 
w 
n 


Operating Companies 
Bridgeport Hydraulic ... 


$1.70(£) 5.2% $2.05De 
Calif. Water Service .... 2.40 5) 3.14Au 


w& 
Oo 


— _ 
ho 


Elizabethtown Water ... 
Hackensack Water 
Indianapolis Water 
Jamaica Water 

New Haven Water 


Ohio Water Serv. ...... 
Phila. & Sub. Water .... 
Plainfield Union Water . 


San Jose Water 


3.90De 
3.18De 
1.26De 
2.90(a) Je 
2.30De 
2.05Je 
2.93Je 
4.42De 
3.30Au 


Sllla 


1.67Je 10 
1.13Je D5 
1.64Je D5 


D4% 7% 15.1 


be 
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Scranton-Springbrook ... 
South. Calif. Water .... 
W. Va. Water Service .. 


oo 
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4.6% 


A—American Stock Exchange. O—Over-counter or out-of-town exchange. S—New York Stock Ex- 
change. Ja—January; F—February; Ma—March; Ap—April; My—May; Je—June; Jy—July; Au—Au- 
gust; Se—September; Oc—October; N—November; De—December. NC—Not comparable. NA—Not 
available. D—Decrease. *On average shares. (a)—Adjusted to eliminate 13 cents per share of nonrecurring 
tax savings. (b)—Also stock dividend in 1957. (d)—Also 1 per cent stock dividend quarterly, (e)—Also 
Fg cent stock dividend May 19, 1958. (£)—Includes extras. (g)—Four per cent stock dividend June 6, 


Averages 
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a of the radio planning considera- 
tions to be weighed by telephone com- 
panies in relation to development of their 
services is interestingly discussed by 
Thomas R. Warner, radio engineer, in a 
report prepared for the United States In- 
dependent Telephone Association. 

He explained that new developments in 
radio equipment and new applications of 
radio are taking place daily. Intelligent 
planning is necessary, he said, plus imagi- 
nation to utilize radio circuits that meet 
customer needs at a reasonable cost. 

Warner pointed out that radio has pre- 
sented the telephone companies with an 
opportunity to eliminate the need for large 
expenditures in wire plant and right-of- 
way investment and expense. 

He said that an increasing number of 
usable frequencies are becoming available 
because of refinement in design of equip- 
ment, but admits that allocation of these 
segments of the radio spectrum by the 
FCC presents numerous difficulties. 

Warner has this to say about mobile 
radiotelephone service: 


. . . Many smaller businesses are in- 
creasing their revenues and reducing 
operating costs by the use of mobile 
radiotelephone service. Similarly, an in- 
creasing number of professional people 
and private individuals are also sub- 
scribing to this type of service. 


\' 


\\ 


ea 
aii 


pz 
ae 
AN 

———— — 


a 


What Others Think 


Radio Use by Telephone Companies 


He said extensive tests are being con- 
ducted toward an air-ground communica- 
tion service, probably with interconnec- 
tion to the public telephone system. There 
has been a long-time demand for this serv- 
ice both from commercial and private air- 
craft, and Warner pointed out that “The 
extensive system of national airways 
would indicate that independent telephone 
companies should consider the offering of 
this service as a possible extension of their 
present facilities if and when such a serv- 
ice is established.” 


WO-WAY communication service be- 
tween a customer’s mobile unit and 

his fixed locations, without connection to 
the public telephone system, needs a radio 
channel separate and distinct from the 
public correspondence channels. For 
mobile service into the public telephone 
system no exclusive service to an indi- 
vidual customer can be offered as these 
public channels are accessible to all users. 
Warner called attention to these facts: 


Both of these two-way communica- 
tions services use the same type of radio 
equipment. Both have the same antenna 
location problems to obtain comparable 
communication range. Both use fre- 
quency channels in the same general 
portions of the radio spectrum with the 
same operational problens. Finally, 
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both require the same level of main- 
tenance to produce the same depend- 
ability of service. 


Those telephone companies wishing to 
furnish mobile radiotelephone service 
should explore the possibility of provid- 
ing both types of service, Warner sug- 
gested. He said that 


By leasing all the necessary equip- 
ment to any user who is eligible for as- 
signment of a radio channel by the FCC 
and maintaining this equipment for 
him, an independent telephone company 
could utilize its same maintenance shop 
and personnel for both public and pri- 
vate service. . . . many private systems 
in all probability could be persuaded 
to obtain such service from the tele- 
phone company because of the difficulty 
they at times encounter when attempt- 
ing to justify the investment in equip- 
ment and maintenance... . 


One-way signaling or dispatch type of 
mobile communication should be con- 
sidered along with the two-way services, 
Warner declared, in view of the fact that 
it uses the same type of radio channels, 
equipment, and maintenance procedures. 


oe dialing is the newest develop- 
ment in mobile communications, he 
said. Present equipment can handle 10 
separate mobile stations per channel with 
possible expansion to 20. Activity of each 
station is the governing factor regarding 
how many stations can be served, how- 
ever. Warner said further: 


The telephone company itself needs 
mobile communication in connection 
with the construction and maintenance 
of its own plant. Appreciable reduction 
in operating cost and greater overall 
efficiency of service could be realized if 
this could be done economically. . . . 
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In accordance with present regulations 
telephone companies are required to of- 
fer a regular domestic public radio serv- 
ice and demonstrate to the commission 
that they have solicited all potential 
subscribers for this type of service be- 
fore they may use the same service for 
their own construction and maintenance 
activities. . . . The commission has 
recognized this problem and it is hoped 
that, in the near future, frequencies will 
be made available for use exclusively 
by telephone companies for maintenance 
and construction purposes. 


Warner urged telephone companies to 
consider the possibilities, too, of the micro- 
wave region of the radio spectrum. He 
said several hundred circuits can be placed 
on a single microwave radio channel which 
makes it expensive when many channels 
are not required. But by very virtue of 
this singular feature, many users will look 
to the telephone company for circuits 
where their needs are small in scope. 


HE exodus to the suburbs will affect 

the use of microwave, too, Warner 
predicted. Not only people, but industries 
have moved out. Need for private wire 
service by businesses will require either 
expansion of wire circuits or use of wire 
carrier equipment. Or the problem can be 
solved, perhaps more economically, he 
said, by utilizing microwave frequencies. 
Warner also felt that 


The telephone company must also 
consider the microwave region as a 
means of expanding or replacing pres- 
ent wire facilities. The problems of 
right of way particularly in connection 
with relocations, of circuit restoration, 
and of circuit expansion indicated above 
apply also to present plant problems. 
The everyday communication needs of 
the individual citizen have increased as 





WHAT OTHERS THINK 


he has moved into the suburbs. The tele- 
phone company plant must expand to 
meet these demands also. 


Warner referred to the use of closed- 
circuit television in which microwave radio 
channels are basically the same as those 
used in providing voice circuits. He said 
development of slow-scan, narrow-band 
television transmission of documents, 
signatures, meter-face readings, and like 
services is just beginning and that phone 
companies should consider these applica- 
tions when planning for future require- 
ments. He mentioned that 


The high speed transmission of data 
and quality transmission of picture ele- 
ments require error-free operations. 
Many users will prefer the disciplined 
service and dependability of a telephone 
company common carrier microwave 
system rather than to deal with the 
problems of dependability of operation 
and maintenance on their own private 
systems. 


i iy regard to equipment and maintenance 
in connection with these new air-wave 
services, Warner said it would require 
new techniques, new equipment, and 
trained personnel to implement them. 
He said equipment, however, is getting 
simpler and more dependable. He pointed 
out that much technical equipment re- 


quired to produce additional circuits by 
carrier on wire circuits will also function 
in the same manner as radio equipment. 
In planning to expand service by using 
carrier or wire circuits, consideration 
should be given to using channelizing 
equipment which can also be used with ra- 
dio equipment. The shifting of several cir- 
cuits from wire to radio at some future 
date can be most economically accom- 
plished by employing interchangeable 
equipment. 
As a result, Warner stated, 


the requirement for specially 
trained radio personnel within the tele- 
phone company is reduced. There are, 
however, basic requirements established 
by the FCC for the use of licensed main- 
tenance personnel whenever certain 
technical adjustments are performed on 
the radio equipment. The telephone 
company ... can have one of the em- 
ployees qualified as a licensed radio 
maintenance technician and at the same 
time utilize him on other technical tele- 
phone maintenance so long as the vol- 
ume of radio work is small. 


Warner summarized his survey of radio 
applications for telephone companies by 
saying that they definitely underscore the 
necessity for giving serious consideration 
to the use of radio facilities when plan- 
ning future operations. 





Ban on Downtown Auto Traffic? 


[’ downtown deterioration is to be halt- 
ed, cities must begin immediately to 
cut down on the number of private vehi- 
cles moving in and through the inner core, 
looking ultimately to a complete ban on 
downtown parking. 

That’s the opinion expressed by the 
Bach Letter in a searching analysis of 


the causes of the traffic-created paralysis 
in downtown shopping. 

“Merchants are disheartened by the 
snarl of downtown traffic,” the letter as- 
serts. “They have reason, not only for dis- 
couragement, but for dismay. The cen- 
ters of urban merchandising, once so con- 
venient for shopping, now can be reached 
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only by slower, more uncomfortable, or 
more expensive means of transportation. 

“In city after city the old retail centers 
become harder to get to, more dangerous 
to walk in. And it’s not just the immediate 
situation that’s so discouraging. What 
really hurts is the experts’ promise that 
matters will get worse,” it warns. 

It emphasizes “there is not any agree- 
ment ainong the experts as to solutions,” 
and notes “bus companies, retailers, and 
even municipal traffic engineers seem to 
be constantly at loggerheads. In only a 
few cities has congestion been attacked 
with full co-operation of all concerned.” 

Traffic congestion costs major cities 
millions of dollars a year—in slower serv- 
ice, increased delivery costs, more break- 
age, more traffic policemen, accidents, 
and in the loss of sales. 


s+ gene are spent on traffic sur- 


veys each year. But these are ex- 
amined through bifocal lenses, with each 
group looking only through the lens 
which provides the picture it wants to 
see,” the letter observes. 

The reason that most of the “solutions” 
have not worked to ease the traffic prob- 
lem, it contends, is “because they attacked 
only one or two superficial symptoms of 
congestion, not the real causes. As long as 
groups interested in rehabilitating the 
downtown areas are diverted by false 
reasoning the problem will defy solution.” 

While the situation here and across the 
nation is bad now, the Bach Letter asserts 
“in ten years it will be worse and more 
and more cities will suffer from harden- 
ing of the arteries. 

“In fact, if Detroit has a few good 
years in a row, we might as well sell out 
our downtowns fast. There will be no 
way to reach them. We build freeways, 
thruways, and expressways. But we suc- 
ceed only in making the cities easier to 


reach from farther out, tapping a larger 
area for cars for which we have no room.” 

The problem cannot be solved, bluntly 
warns the letter, “by building more park- 
ing lots.” In fact, it argues, the more we 
build “the more successful we are in en- 
ticing more cars to come into the city.” 
This, of course, multiplies congestion. 

“Private car parking will have to go,” 
the letter asserts. “For our downtown 
areas, at least, it is the only solution. It 
will save millions each day in direct costs, 
more in indirect costs. 


€¢ ADEQUATE or inadequate, our public 

transit systems are the only logi- 
cal and economical means of access to the 
centers of our cities. 

“When the downtown streets are final- 
ly cleared of parked private cars and we 
run a promotion, at least there will be a 
way of getting there,” the letter explains. 

“Surely even those women who have 
cars available during the day find the 
prospect of driving downtown distaste- 
ful. They have to fight their way in and 
pray for parking. If we run promotions, 
we want them to come in to buy without 
running an obstacle course first. 

“No wonder the alternatives—tele- 
phone and mail order, suburban shopping, 
or perhaps no shopping at all—appear the 
better part of valor today. 

“Retailers must not permit their invest- 
ments in downtown shopping areas to de- 
teriorate,” the letter cautions. 

“We have made a careful analysis of 
various proposed solutions. Most of them, 
at best, only postpone the day of reckon- 
ing. The methods which have proved most 
successful are those which (as part of an 
overall plan) begin by severely curtailing 
the use of the private car downtown. This 
will prove to be the only salvation for to- 
morrow’s downtown retailer.” 





NOVEMBER 6, 1958 





The March of 


Events 


Higher Rates Sought 
HREE subsidiaries of the Columbia 
Gas System have asked the Federal 
Power Commission to approve higher 
rates. They wish to put them into effect on 
November 6th. If approved, the combined 
total of the rate boost would amount to 
$10.6 million annually. 
United Fuel Gas Company wants au- 
thority to increase its rates by $6,629,300, 


or 4.8 per cent, annually for ten wholesale 
customers, including Atlantic Seaboard 
Corporation and Kentucky Gas Transmis- 
sion Corporation. Atlantic Seaboard is 
seeking a $2,222,000, or 3.4 per cent an- 
nual increase in rates. Kentucky Gas’ pro- 
posed increase totals $1,721,400, or 5 per 
cent annually. All three companies pro- 
pose to put the higher rates into effect on 
November 6th. 


Arizona 


Co-operative Power Sale 


 gemnenee of the Verde Electric Co- 
operative, Inc., have approved the 
sale of their power distribution facilities 
to Arizona Public Service Company. The 
vote was 231 to 80, which was better than 
the 3-to-1 majority required. 

The price at which the co-operative will 
sell its physical assets to Arizona Public 
Service Company is $600,000. Under the 
terms of the utility’s offer, all obligations 


District of 


Wider PUC Rate Powers 


MEMBER Of the District of Columbia 

Public Utilities Commission, Harold 
A. Kertz, believes the public utilities com- 
mission should have authority to grant 
temporary rate increases to utility com- 
panies during prolonged rate hearings. 


of the co-op will be eliminated, member- 
ship fees and deposits will be refunded, 
and rate reductions averaging 25 per cent 
will be put into effect. Also service will 
be improved by providing additional serv- 
ice man power in the area. 

A majority of the co-op’s members have 
been trying for several years to sell the 
organization’s facilities, but up to now by- 
law requirements made their efforts abor- 
tive. 


Columbia 


Kertz proposed a revamping of the city 
of Washington’s 45-year-old utilities law, 
saying that the financial condition and 
credit of utilities, as well as the services 
they perform, could be adversely affected 
under the present law. 

The commission does not now have 


NOVEMBER 6, 1958 





PUBLIC UTILITIES FORTNIGHTLY 


power to grant temporary rate increases. 
As a consequence a company could be 
severely penalized when proceedings lead- 
ing to a necessary rate increase drag out 
for a year or more. Any change in the law, 


Kertz pointed out, should also have built- 
in provisions to act as consumer safe- 
guards, 

Revising the law will require action by 
Congress. 


Kentucky 


Seeks Unified Gas System 


HE Kentucky Public Service Com- 

mission has appealed to the gas sup- 
pliers in southeastern Kentucky to help 
solve the perennial winter gas shortages 
that have plagued the area. At a hearing 
it was learned that a group of officials of 
gas companies concerned were considering 
formation of a syndicate to purchase the 
gas well and transmission lines of Petro- 
leum Exploration Company, Peoples Gas 
Company, and Bell-Knox Pipeline Com- 
pany. 

The gas companies’ group consisted of 
representatives from London Gas Com- 
pany, Middlesboro Gas Company, Pine- 
ville Gas Company, Bell-Knox Pipeline 
Company, and Associated Drilling Com- 
pany. The purpose of the syndicate was to 
set up a unified gas system. Areas to be 
served would include the cities of London, 
Manchester, Corbin, Middlesboro, Pine- 
ville, Barbourville, and Burning Spring. 
The commission’s chairman, James F. 
Gordon, said after the hearing that the 
commission would be favorably disposed 
towards the sale of properties composed 


of parties living in and serving parts of 
the area. 


Heating Rates Cut 

cree UriLities Company has cut 

its rates for customers using electric- 
ity in homes or places of business as the 
primary source of heat. Such users will 
pay only 13 cents a kilowatt-hour for the 
electricity used between October and 
April, according to the company’s vice 
president, W. H. Skinner. 

The special low heating rate is made 
possible, Skinner explained, by the change 
in the company’s peak requirements from 
winter to summer. Because air-condition- 
ing loads have now made the summer peak 
higher than the winter peak, generation 
and transmission facilities can be used in 
winter to take care of additional heating 
loads. He also said widespread interest 
by customers in the use of electricity for 
house heating was instrumental in bring- 
ing about the new rate. Recent advances 
in electrical heating equipment and tech- 
niques, added Skinner, have increased 
public interest in electric house heating. 


Maryland 


Wins 5-cent Fare Boost 
Bron Baltimore Transit Company has 
been granted a nickel increase in its 
basic adult fares by the public service com- 
mission. The commission order decreed 
that a basic cash fare would now be 25 
cents with a rate of 30 cents for special 
and shoppers’ services. A base token rate 
of four for 90 cents was adopted. 
The PSC denied, however, the com- 
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pany’s petition to increase the fare for 
children and students from the present 10- 
cent level. Also voted down in a split de- 
cision, was a plan by the company to con- 
tinue its present 20-cent rate in off-peak 
periods to encourage transit use at times 
other than rush hours. 

The public service commission estimated 
that the changes it made in the proposal of 
the company would mean a net loss of 








$72,000 to $134,000. The commission 
warned, in a statement offered in addition 
to its rate order, of the declining health of 
transit companies in Baltimore and else- 
where. 

It said if present trends continue it 
foresees complete disintegration of the 
transit system. 


Public Service Commission 
Approves Merger 


= Maryland Public Service Com- 
mission has approved the merger of 
the Elkton Gas Company into the Pennsyl- 
vania & Southern Gas Company. The com- 
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mission stipulated, however, in an order 
authorizing the consolidation, that the par- 
ent organization must maintain separate 
records of its operations in the state of 
Maryland. 

Pennsylvania & Southern currently dis- 
tributes gas in Pennsylvania, although it is 
incorporated under the laws of Delaware. 
The merger would give Pennsylvania & 
Southern the rights, privileges, and fran- 
chises conferred upon the Elkton Gas 
Company by the president and commis- 
sioners of the town of Elkton and by the 
board of county commissioners of Cecil 
county. 


Missouri 


PSC Approves Increase 


HE Missouri Public Service Commis- 
sion has approved a 6 per cent rate 
boost amounting to about $3 million an- 
nually for Laclede Gas Company. The rate 
increase was granted to compensate the 
gas utility for higher rates it must pay to 
Mississippi River Fuel Corporation, La- 
clede’s pipeline supplier. 
The company estimates the higher rates 
will add about $2.04 to the annual cost of 


gas used for customers using it for cook- 
ing and water heating; and an average of 
$8.28 a year to those using it for space 
heating. 

The higher rates will not raise Laclede’s 
earnings, according to a company official. 
They will merely offset the higher cost of 
gas and additional taxes that must be paid. 
At present the company is earning 6.3 per 
cent on its net original cost. Without the 
rate hike, the company’s rate of return 
would have fallen to 4.89 per cent. 


North Dakota 


Supreme Court Ruling 


No DakoTa’s supreme court has 
ruled that Otter Tail Power Com- 
pany may continue to sell electric power to 
Standard Oil Company’s microwave sta- 
tion near Buffalo. The case was appealed 
by the Cass County Electric Co-op, Inc., 
of Kindred and the North Dakota State 
Public Service Commission after Barnes 
County District Judge John Sad ruled 
against them. 

The Standard microwave station signed 
up with Otter Tail for electric power. It 
was in an area served by both Otter Tail 


and the co-operative. The co-op peti- 
tioned the PSC for an order to halt Otter 
Tail service to Standard, contending Ot- 
ter Tail could not extend its service with- 
out a PSC certificate. After the PSC is- 
sued a cease and desist order, Otter Tail 
won a reversal of the decision in the dis- 
trict court. 

In upholding the district court, the 
state supreme court held that while both 
firms served the same area, the mi- 
crowave station constituted a normal ex- 
tension of Otter Tail service. And Stand- 
ard, the court said, had a right to choose 
which electricity it wanted to buy. 
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Trends and Topics 


Value of Service as Affecting Rates 


sonra charges for services rendered usually bear some relationship 
to their value. Regulated rates for public utility service, however, are 
governed by cost of service. But this does not mean that the value of service 
is entirely disregarded. The question of relating rates and return allowances 
to “adequacy” of service is discussed in the FortNIGHTLY, November 24, 1955, 
at page 903. 


Service Classifications 


The Massachusetts commission, in fixing rates for the Boston Edison Com- 
pany, said that rate making should not exclude consideration of the promo- 
tional, competitive, and other aspects of a utility business, although rates are 
ultimately based on judgments as to how costs are to be allocated (24 PUR3d 
153). The commission examined rate classifications and said that the value of 
service criterion may be validly used within reasonable limits to promote 
usage, which will tend to reduce average costs and to recognize competition 
factors. 

The Wisconsin commission said that the difference in value between gas for 
space heating and the same gas for other uses furnishes the logical basis for 
the separate classification for space-heating service. Recognition must be given 
to the fundamental principle of rate making that reasonable rates cannot result 
in charges for any service which are more than such service is worth to the 
customer (51 PUR NS 299). 

The relative value of service as compared with like services, said the Federal 
Communications Commission in a case involving the Western Union Tele- 
graph Company, is an important element to be considered in dealing with 
particular service classifications, although cost of service is also an important 
factor (64 PUR NS 216). 


Area Classifications 


Telephone rate making usually involves the question of service value in 
view of the fact that rates are fixed for various sizes of telephone exchanges. 
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The Washington commission, for example, observed that it is not inequitable 
for larger exchanges to be more profitable than smaller ones, since service in 
an exchange where a large number of stations can be reached without payment 
of a toll is more valuable than service in an exchange having only a few hun- 
dred stations (93 PUR NS 307). 

In a case before the Virginia commission relating to electric rates where a 
question as to uniformity throughout a service area arose, it was noted that 
there was no evidence as to cost differentials. But it was said that cost is only 
one of many elements to be considered in determining the appropriateness of 
particular rates. The value of the service is a matter of great importance (9 
PUR3d 225, 239). 


Service Value as Limitation 


The Connecticut commission said that rates should not exceed the value of 
the service to the consumer (81 PUR NS 1). The public cannot be called 
upon for more than the fair value of the service rendered, said the New Jersey 
supreme court (44 PUR NS 50). The value of service constitutes a definite 
limitation upon the upper level of rates, according to the Wisconsin commission 
(76 PUR NS 23). 

Rates must not be in excess of the value of service, since otherwise a com- 
pany’s growth and expansion may be stopped by consumer resistance, it was 
said in an Idaho case (79 PUR NS 9). 

The Indiana commission pointed out that if telephone rates are in excess 
of the value of the service received by the subscribers, then the utility finds 
itself in the position of pricing itself out of business, with eventual collapse of 
the corporate utility entity. Subscribers will ultimately suffer because of the 
lack of the utility’s ability to render adequate and reasonable service (23 
PUR3d 26, 34). 

The District of Columbia commission, in passing upon a proposed increase 
for a transit company, considered the new rates in the light of the needs of the 
public and the value of the service to them (9 PUR3d 449). 


Rejection of Service Value Basis 


Use of a value-of-service formula as the basis of rates for interstate sales of 
electric energy for resale, according to the Federal Power Commission, would 
be against the public interest (17 PUR3d 95). The value-of-service formula, 
based upon arm’s-length bargaining, including as a determinant the cost to 
the buyer of supplying substitute service, has been termed inappropriate, for 
it could lead only to approval of all contract rates irrespective of the public 
interest, contrary to the purpose of the Federal Power Act (15 PUR3d 289). 

Federal courts, in reviewing rates fixed by the Federal Power Commission, 
have said that the value of service to users is not a reasonable rule to test 
reasonableness (38 PUR NS 257; 40 PUR NS 213). 

The opinion of the average customer of a utility that he gets a large amount 
of value at a comparatively small cost to him, said a Florida court, has no 
bearing on the question whether rates are reasonable (90 PUR NS 166). 
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But the Supreme Court once declared that a rate order cannot be held in- 
valid because it is based in part on value of service when the court does not find 
that the rate is confiscatory (58 PUR NS 18). A federal court, in granting 
an injunction against the enforcement of inadequate rates did not agree that 
in fixing rates the customer’s ability to pay and the value of service to him are 
paramount and controlling. Rates so low as to be confiscatory are unconstitu- 
tional. But the worth of the service was said to be an important element for 


consideration (5 PUR NS 199). 





Review of Current Cases 


Single Rate Filing for Unitized Gas Production 


pen made by an operator of gas inter- 
ests under an operating agreement 
with co-owners may properly be treated 
by the Federal Power Commission as a 
single jurisdictional sale of the unit pro- 
duction, and the contract under which 
such sales are made may properly be the 
subject of a single rate filing, and a single 
certificate, the federal appeals court held. 

The commission thus has power to re- 
strict rate schedule filings for gas sales 
from a unitized operation to the operator 
who has made a contract of sale for the 
various co-owners. Nor does the accept- 
ance of duplicate filings by a nonoperator 
owner of an undivided share who is sig- 
natory to a sales contract furnish a non- 
operator nonsigner any ground for com- 
plaint as to the denial of a right to file, in 
the absence of a showing that the classifi- 
cation results in an injury to him. It is 
the sale of natural gas whieh is affected 
with a public interest; it is a person en- 
gaged in the sale that is a natural gas 
company; and it is the rates which are 


charged for sales that must be filed, said 
the court. 

Gas which was produced by or on be- 
half of Sun Oil Company, the petitioner 
in this case, was commingled with the 
gas of others. The company owned an 
undivided share of the whole. While it 
could have severed its share for separate 
sale, it did not do so. It joined with co- 
owners in an agreement which authorized 
either the making of a contract of sale or 
ratified a contract of sale of all the gas 
produced but did not become a party to 
the sales contract. 

The court ruled that the commission 
acted within its powers in rescinding the 
rate filings of Sun and also in canceling 
the company’s certificates. The commis- 
sion would be burdened with an unman- 
ageable mass of rate filings if every per- 
son with an undivided interest in the gas 
production from a unit or lease operation 
should file, it was noted. Sun Oil Co. v. 
Federal Power Commission, 256 F2d 
ae. 


Limited Interest Allowed on Payment for Gas 
And Conditional Tender Held Ineffectual 


essen district court, in “the final 
engagement in the ‘ceaseless strug- 
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gle’” between United Gas Pipe Line 
Company and Tyler Gas Service Com- 
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pany, ruled upon a question of interest on 
the amount which Tyler owed for gas 
purchases, and upon the effect of the cus- 
tomer’s tender of payment at the contract 
rate. The pipeline had sought payment at 
increased rates filed with the Federal 
Power Commission. Tyler tendered pay- 
ment based on contract rates, conditioned, 
however, on acceptance as payment in 
full. 

Acceptance of the tendered payment 
would have violated Federal Power Com- 
mission regulations had the commission’s 
order upholding scheduled rates not even- 
tually been reversed. Acceptance would 
also have seriously impeded plaintiff in 
collecting the difference between the con- 
tract rates and the scheduled rates. The 
court held that such tender, so condi- 
tioned, did not stop interest. The rule, it 


e 


Price Conditions Rejected in Certification of 


was pointed out, is that a tender is inef- 
fectual as such where it is coupled with a 
condition that it be accepted in full pay- 
ment, if the creditor in good faith claims 
that a larger amount is due, notwithstand- 
ing that the amount tendered is ultimately 
held to be the correct amount. 

However, the amount of interest which 
United could claim was limited. United 
had obtained an order requiring Tyler to 
deposit a sum of money in a bank to 
secure whatever judgment might be 
awarded for the gas deliveries. The cus- 
tomer was thereby deprived of the use of 
the fund. The pipeline could not, there- 
fore, claim a greater rate of interest than 
the fund actually earned while held by the 
bank as security, the court ruled. United 
Gas Pipe Line Co. v. Tyler Gas Service 
Co. 162 F Supp 496. 


Gas Producer Sales in Southern Louisiana 


= Federal Power Commission has 
again ruled on the price aspect of 
public convenience and necessity in inde- 
pendent producer certificate proceedings, 
apparently subordinating this aspect to 
other elements of public convenience and 
necessity, such as the urgent need of a 
pipeline for large reserve supplies in a 
market where substantial blocks of gas 
are no longer available at bargain prices. 

Transcontinental Gas Pipe Line Corpo- 
ration proposed an extensive expansion 
of its system capacity and, in conjunction 
with two other natural gas companies, 
the development of underground storage 
fields to serve growing markets on the 
Atlantic seaboard. The commission ap- 
proved these projects. 

A number of independent producers 
proposed to furnish the pipeline’s ex- 
panded supply requirements with approxi- 


mately two billion Mcf of natural gas, to 
be produced in southern Louisiana and 
offshore areas at prices ranging from 22.4 
to 23.3 cents per Mcf. In view of the 
interrelationship of the pipeline and pro- 
ducer cases, they were argued together 
and the commission issued one opinion 
to cover the entire proceedings. 

Only material issues raised by excep- 
tions to the presiding examiner’s decision, 
which would authorize the construction 
and sales, or matters on which his deci- 
sion had to be modified, were considered 
in the commission’s opinion. A proposal 
by Transcontinental to transport 50,000 
Mcf of gas per day for an electric com- 
pany to be used as boiler fuel, along with 
a pipeline tap service, was deferred for 
later decision. 


Price Condition Not Warranted 
The examiner had found that the sales 
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proposed by the producers were economi- 
cally feasible at the prices proposed and 
held that a prima facie showing had been 
made justifying the issuance of certifi- 
cates. He concluded (citing Re Seaboard 
Oil Co., 23 PUR3d 1) that no suf- 
ficient evidence had been introduced to 
rebut the prima facie showing or to jus- 
tify the imposition of a price condition, 
notwithstanding contentions by the com- 
mission staff and representatives of con- 
sumer interests that the initial prices 
should be reduced to 17 cents. 

He observed that, although the pro- 
posed prices were higher than previous 
purchases by Transcontinental, they did 
not establish a new price level in the 
southern Louisiana area. Furthermore, 
assuming that the proposed prices could 
“trigger” existing prices so as to increase 
the cost of gas to Transcontinental by an 
asserted $5 million, no such increases 
could materialize without the approval of 
the Federal Power Commission, it was 
pointed out. 

The commission agreed with these 
basic conclusions of the examiner. The 
public convenience and necessity—the 
prevalent standard in determining whether 
a requested authorization should be 
granted under § 7 (e) of the Natural Gas 
Act—“‘is not a rigid absolute of unchang- 
ing content, to be mechanically applied,” 
the commission stated. It encompasses 
numerous elements which vary in impor- 
tance with the circumstances of particular 
cases, so that one aspect of a proposal not 
wholly desirable, standing alone, may 
nevertheless be acceptable where offset- 
ting favorable features will in sum total 
yield a greater public good, so long as all 
minimal requirements are satisfied. 

Price is an element in determining pub- 
lic convenience and necessity in a pro- 
ducer certificate case, but it is only one 
factor, the commission declared. No evi- 
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dence could be found in this case to show 
that the prices proposed by the producers 
were unreasonable. The proposed prices 
were considered necessary in order for 
Transcontinental to obtain adequate sup- 
plies of gas, and apparently the pipeline’s 
customers recognized this need. 

If a rate condition is to be imposed, the 
commission pointed out, there must be 
evidence to establish what the new rate 
should be. It is not sufficient to select 
arbitrarily some price a few cents lower 
than that proposed by the producer. Some 
rational criterion must be applied. No 
adequate showing for a price condition 
had been made. 

The commission commented that an ap- 
proach by which it would act as a kind 
of peacetime OPA, imposing a price-ceil- 
ing type of regulation would, assuming its 
legality, be fundamentally inconsistent 
with conditions prevailing in the gas-pro- 
ducing industry. It would also give rise 
to profound dislocations in the relation- 
ship of price, supply, and demand. 


Cost-of-service Rate Questions 


The examiner proposed to certificate 
the underground storage project which 
Transcontinental proposed to undertake 
in conjunction with other companies, but 
he would require the filing of a cost-of- 
service rate schedule applicable to the ten 
customers to be served from this facility. 
Transcontinental argued that a cost-of- 
service rate form is appropriate only in 
cases involving an affiliate relationship 
between pipeline and customers where 
there are very few customers, no rate 
zones, and only one type of service. Such 
a rate schedule would be unduly burden- 
some, it was contended, if applied to a 
small portion of the company’s business. 

The commission indicated that a cost- 
of-service rate form would be ill-adapted 
to the storage project. It permitted the 
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company to file a rate schedule in conven- 
tional form for the storage service, but 
suppporting data were required and the 
rate of return on the storage service, but 
limited to 6 per cent, which was the re- 
turn allowed on the company’s other 
properties. Particular services involving 
storage facilities were authorized without 
cost-of-service rates, though in each in- 
stance the rate of return was restricted to 
6 per cent. 


Dissent Urges Going Price Standard 


Commissioner Connole wrote a dissent- 
ing opinion, declaring that, in view of the 
present acceleration in producer price in- 
creases, the commission must now as a 
matter of law determine in every applica- 
tion for an independent producer certifi- 
cate whether that part of the public con- 
venience and necessity embracing price 
has been satisfied. Referring to his dis- 
sent in Re Seaboard Oil Co., 23 PUR3d 
1, he indicated that the commission 
fails in its responsibility when it does 


3 


not require compliance with the statutory 
requirement of public convenience and 
necessity before permitting natural gas to 
enter interstate commerce at new high 
prices. 

This does not mean that a determina- 
tion of the reasonableness of producer 
rates must be made in every certificate 
case, he said, but a certificate should issue 
to an otherwise qualified applicant only if 
its proposed rates do not exceed a recog- 
nizable “threshold” or standard. Once 
such a threshold has been established, ap- 
plicants would know at the time of enter- 
ing into a contract whether they are ex- 
ceeding it. 

The dissenting commissioner was satis- 
fied that no legal impediment or practical 
obstacle barred the use of comparable con- 
tracts as a means of measuring the going 
price in southern Louisiana. Commis- 
sioner Connole concurred in the authori- 
zation of the underground storage proj- 
ect. Re Transcontinental Gas Pipe Line 
Corp. et al. Opinion No. 315, Docket 
Nos. G-13143 et al. September 4, 1958. 


ICC Denial of Charter Service Authority Upheld 


¥ Bes U. S. district court disagreed with 
the contention of a contract carrier, 
which had been denied a permit to operate 
interstate charter service, that the Inter- 
state Commerce Act requires the commis- 
sion to preserve the “inherent advantages” 
of the respective modes of transportation, 
so that even though a particular type of 
charter bus service is adequately available 
by common carriers, the commission is 
obligated to authorize duplicate service 
whenever the same is tendered by contract 
carriers. 

The court did not believe that Congress, 
in laying down the National Transporta- 
tion Policy, meant that, notwithstanding 
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the existence of adequate contract charter 
service by common carriers, the commis- 
sion was still compelled to allow duplicate 
facilities by one who offers contract serv- 
ice exclusively. 

When an application is made for a per- 
mit to furnish contract service in an area 
already served in that fashion by common 
carriers, the commission has the duty to 
determine whether the existing contract 
service is adequate and whether the ad- 
ditional proposed service will be incon- 
sistent with the public interest and the 
National Transportation Policy. The 
commission had done just that, rejecting 
the application. 
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The district court was not at liberty to 
try the case de novo. The commission’s 
findings were supported by substantial 
evidence, and the court would not substi- 
tute its judgment for that of the com- 
mission. 

The applicant had limited itself to the 
transportation of children and teachers 
from schools within the state of Virginia. 
It argued next that the commission could 
not regulate it, since § 303(b) (9) of the 
act exempts from regulation motor ve- 
hicles employed solely in transporting chil- 
dren and teachers to and from school. 

The court pointed out that the purpose 
of the section was to exempt casual or oc- 
casional transportation of passengers or 
property by motor vehicle in interstate 
commerce by a person not engaged in 


transportation by motor vehicle as a regu- 
lar occupation or business. The plaintiff 
was regularly engaged in that occupation 
or business, so the exemption was not ap- 
plicable to its operation. 

While administrative interpretation 
cannot change a clear provision of the 
law, the court said, in a doubtful case 
such interpretation may assist in the in- 
terpretation of a statutory provision. The 
commission had consistently ruled during 
the past twenty years that a person en- 
gaged in transporting in intrastate com- 
merce by motor vehicle as a regular oc- 
cupation was not exempt from regulation 
if he undertook also casual or occasional 
transportation of passengers in interstate 
commerce. Bass (N. E. Bass) v. United 
States et al. 163 F Supp 1. 


No Prohibition against Bond Redemption 


[ive Arkansas commission, in author- 
izing the issuance of bonds, besides 
the issuance and sale of common stock, 
objected to a prohibition against calling 
the bonds for a 10-year period. This pro- 
vision, said the commission, “appears to 
be harsh and could be burdensome upon 
the company.” 

The interest rate was fixed at 58 per 
cent, and the commission said that in 
view of the “high rate of interest” the 


company should be permitted to redeem 
the bonds at any time, with funds received 
from any source, at the redemption tables 
as set out in the indenture. The redemp- 
tion tables, in the opinion of the commis- 
sion, were sufficient to compensate the 
bondholders for any inconvenience suf- 
fered by them by reason of redemption 
of the company’s bonds. Re North Little 
Rock Water Co. Docket No. U-1342, 
May 7, 1958. 


Mergers Approved to Eliminate Complexities 


_ Arkansas commission approved 
an application of Pine Bluff Water 
Company, Inc., Pine Bluff Corporation, 
and General Waterworks Corporation for 
approval of mergers. Pine Bluff Water 
Company is an Arkansas subsidiary of 
General. It was permitted to merge with 
Pine Bluff Corporation, a Delaware sub- 
sidiary of General. 
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Authority and approval were also 
granted for a simultaneous merger of 
Pine Bluff Corporation with General 
Waterworks. 

Authority was also granted in connec- 
tion with these mergers to issue stocks, to 
make assumptions of certain bonds and 
notes, and to create a new lien on the Pine 
Bluff water properties. 
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Consummation of the mergers and can- 
cellation of lease arrangements of the Pine 
Bluff waterworks system would simplify 
the operation of the water system and 
eliminate the cost of maintaining some 
corporate records. This would enable 
General to reduce its corporate costs and 
expenses, including some taxes. These 


& 


savings and reduction in cost would place 
General in a stronger financial position. 
Furthermore, General would be able to 
issue and have outstanding first mort- 
gage and collateral trust bonds rather 
than collateral trust bonds. Re Pine Bluff 
Water Co., Inc. et al. Docket No. U-1368, 
September 30, 1958. 


Telephone Rate Increase Approved after Consideration 
Of Capital Costs and Rate Base Items 


pine North Carolina commission ap- 
proved tariffs proposed by the Caro- 
lina Telephone & Telegraph Company 
increasing rates and regrouping some ex- 
changes to groups with a higher rate. 
The new rates were calculated to yield a 
return of 5.76 per cent. The commission 
considered this adequate to enable the 
company to service its debt structure, at- 
tract capital, and maintain its financial 
integrity. 
Debt Ratio 


The commission found that a debt ratio 
of 50 per cent was appropriate for the 
company in view of its long stable record, 
the percentage growth of income available 
for fixed charges, the adequate coverage 
of fixed charges, and the company’s high 
credit standing. With the company’s debt 
costing 4 per cent and equity costing 7.75 
per cent, the weighted overall cost of capi- 
tal on a 50 per cent debt ratio would be 
5.88 per cent. 

The company’s debt ratio has not been 
materially below 50 per cent in six years. 
During this period it has doubled its plant 
investment and increased the number of 
telephones in service by more than one- 
third. 

It has suffered no inconvenience or 
embarrassment by reason of this debt 
ratio. Its debentures have been readily 


& 


salable at attractive interest rates and its 
common stock has been readily salable at 
par and above. 


Rate Base Items 


The commission fixed the fair value of 
the company’s property after giving due 
weight to advances in construction costs, 
wages, and materials and supplies, and 
reproduction cost new as compared with 
original cost. It included only those mate- 
rials and supplies on which interest had 
not been capitalized. It eliminated plant 
under construction on which interest had 
been capitalized. Furthermore, it gave full 
effect to tax accruals by deducting the 
excess of average tax accruals over one- 
twelfth of operating expenses. 

Alluding to the monopolistic nature of 
the company’s business, the commission 
said that the public would be as adversely 
affected by the failure of the company to 
render service as it would be if rates and 
charges were prohibitive. Therefore, it 
said that it is as essential that service be 
rendered at rates which will justify and 
permit the use thereof by the public, as it 
is that rates be such as to enable the com- 
pany under prudent management to ren- 
der the service. Re Carolina Teleph. & 
Teleg. Co. Docket No. P-7, Sub 88, 
September 4, 1958. 
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No Equalization of Telephone Rates in Adjoining States 


HE Washington commission refused 

to allow the Pacific Telephone & 
Telegraph Company to increase rates in 
its Clarkston, Washington, exchange, an 
area served through the company’s Lewis- 
ton exchange located in Idaho. The pro- 
posed rates were designed to place Clarks- 
ton rates at the same level as the rates 
established for the Idaho portion of the 
Lewiston exchange by the Idaho com- 
mission. 

The company argued that while Clarks- 
ton was geographically within the state 
of Washington it should take the rates 
established by the Idaho commission for 
Lewiston, in that Clarkston is merely a 
portion of the Lewiston exchange and not 
an entity capable of isolation for purposes 
of computing rates. The commission re- 
jected this argument, pointing out that 
pursuant to its statewide theory of rate 
making, rates in effect in Clarkston would 
be appreciably higher than rates charged 
elsewhere in the state of Washington. For 
example, the proposed monthly rate for 
one-party residential service would be 24 
per cent higher than the rate for Wash- 
ington exchanges of equal station availa- 
bility, and the business rate would be 51 
per cent higher. 

The record demonstrated that rather 
than allowing Clarkston rates to be based 
on operations of the Pacific Company in 


Idaho on the theory of inseparability and 
relative size the opposite proposition was 
persuasive. 

The Washington commission pointed 
out that because Clarkston bears a higher 
percentage relationship to total Pacific op- 
erations in Idaho than does the entire Pa- 
cific operation in Idaho to the operations of 
Pacific within the state of Washington, 
the Idaho rates could well be predicated 
upon Washington operations. The total 
Idaho operation was but 2.2 per cent of 
the total Washington operation of the 
Pacific Company. Operationally, the com- 
pany treats Idaho and Washington as a 
single function, with common managerial 
and administrative personnel, most of 
whom are officed in Seattle. 

The commission advised that in any 
future statewide rate case the company 
should present relevant information bear- 
ing on the Clarkston operations to the 
end that its rates might thereafter be 
based upon the total operations of the 
company within the state of Washington. 

The commission also noted that the 
probable return from the new rates would 
amount to 6.49 per cent. In an earlier 
decision it had found a return of 6.1 per 
cent to be fair, just, and reasonable for 
the company. Washington Pub. Service 
Commission v. Pacific Teleph. & Teleg. 
Co. U-8993, September 10, 1958. 


Scintilla of Evidence Not Sufficient to Sustain 
Burden of Proof 


HE Pennsylvania commission denied 
a telephone company’s request for 
authority to increase rates. The proof 
which will meet the applicant’s burden has 
never been precisely defined, pointed out 
the commission, but obviously it must 
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amount to more than a scintilla of evi- 
dence or a plausible argument. 

To discharge the burden, the applicant 
must present evidence not only permitting 
but producing the conclusion that the in- 
creased rates are reasonable. It is the duty 
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of the commission to reject the rates 
unless the proof clearly supports them. 

The commission found itself unable to 
determine a fair rate of return because 
the depreciated original cost and depreci- 
ated reproduction cost estimates sub- 
mitted by the company were deficient and 
precluded a finding of fair value. The 
company was held to have rested its case 
on insufficient approximations. 


Estimate of Depreciation 


For example, the company had erred 
in determining the composite accrued de- 
preciation ratio. The estimate of accrued 
depreciation, said the commission, must 
be predicated upon the assumption that 
the most recently developed and applied 
annual depreciation rates were effective 
throughout the entire lives of the surviv- 
ing elements of plant. A redetermination 
of the reserve requirement at any earlier 
date must similarly be based upon the 
assumption that the same revised accrual 
rates applied throughout the lives up to 
that date. 

This does not mean, said the commis- 
sion, that a previous estimate of accrued 
depreciation as at such earlier date was, 
when made, unreasonable or in any sense 
wrong. It merely means that if such ear- 
lier date is to be set as the beginning of a 
bring-down period the accrued deprecia- 


tion at that date and the pro forma accru- 
als during the bring-down period must 
both be consistent with the latest view. 
The company had erred by not conform- 
ing to the latest view. 


Fair Value 


The commission also found error in the 
company’s application of the fair value to 
original cost ratio as a constant to time 
periods other than that with respect to 
which it was derived. A fair value to 
original cost ratio, said the commission, 
is never fixed because of the fluid nature 
of a variety of influencing forces. For 
example, plant additions and retirements 
change such a ratio. This is so because 
these changes are contingent upon the 
fluctuating purchasing power of the dol- 
lars of original cost and reproduction cost 
(trended original cost) of plant additions 
and retirements. 

Furthermore, the fact that the company 
had applied the fair value to original cost 
ratio to an average investment of plant in 
service rather than to a finding of a meas- 
ure of value at a specific date, constituted 
an error in principle in view of the com- 
mission’s fixed practice of determining 
value as at a date certain. Pennsylvania 
Pub. Utility Commission et al. v. The 
Bell Teleph. Co. of Pennsylvania, C. 
16867, C. 16859, September 8, 1958. 


Water Rate Increase Allows for Reversion 
To Straight-line Depreciation 


Perens Utiuities CoMPANy OF CALI- 
FORNIA has obtained authority from 
the California commission to increase 
rates for water service in its Boulder 
Creek district in Santa Cruz county on 
the basis of a 64 per cent rate of return 
on a depreciated rate base. A requested 
return of 74 per cent would have necessi- 


tated a rate increase of 71 per cent, ac- 
cording to the commission staff. 

A request for authority to revise a rule 
pertaining to the amount of deposit re- 
quired to establish credit for metered 
service was denied. Urging the need for 
additional protection against uncollectible 
bills, over the present provision for ad- 
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vance payment of annual or seasonal mini- 
mum charges, the company sought to 
increase the required deposit for domestic 
service to twice the monthly minimum 
charge, and for all other service an 
amount equal to twice the estimated aver- 
age monthly bill. The commission con- 
sidered the present provision adequate. 


Tax Issues 


In view of a commitment by the com- 
pany to seek permission from the federal 
tax authorities to revert from the use of 
accelerated depreciation to the straight- 
line method, the commission computed 
income taxes on the basis of the latter 
method. It was pointed out, however, 
that should the company continue to claim 
accelerated depreciation ‘in its tax returns 
before the commission has finally deter- 
mined the general issue of accelerated de- 
preciation, the case may be reopened for 
such adjustment of rates as may be found 
appropriate. 

Citizens Utilities also committed itself 
respecting certain deductions which for 
accounting and rate-making purposes 
have been capitalized or charged to de- 
preciation reserve, but which have been 
taken as an expense deduction for federal 
income tax purposes. While the commis- 
sion allowed this practice, it indicated, as 
with the depreciation question, that in 


the event the company should change its 
policy and not take the deductions, due 
consideration would be given to such 
change in any later proceeding. 


Owner’s Expense Excluded 


The commission declined to permit the 
company to amortize as an expense sub- 
stantial legal and engineering costs antici- 
pated in connection with the condemna- 
tion of company property by a county 
water district. The commission thought 
these costs were an incident of ownership 
and not properly chargeable to the rate- 
payers. On the same ground it also ‘dis- 
allowed amounts representing the cost of 
rehearing and appeal in a prior rate pro- 
ceeding. 


Allocation of Expenses 


In the allocation of other expenses be- 
tween the various phases of the company’s 
overall operations, the commission pre- 
ferred the use of recorded payroll amounts 
for the purpose of giving weight to the 
number of man-hours expended in the 
service of interrelated corporations, de- 
partments, and districts, instead of merely 
using the number of employees as the 
company had done. Re Citizens Utilities 
Co. of California, Decision No. 57177, 
Application No. 39674, August 14, 1958. 


Accounting Procedure Prescribed to Reflect 
Actual Rather than “Normalized” Taxes 


— tax liability rather than “nor- 
malized” taxes should be reflected in 
the accounts of a company taking acceler- 
ated depreciation, the Missouri commis- 
sion ruled in authorizing a new account- 
ing procedure for Union Electric Com- 
pany. 

The commission has established a 
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policy in rate determinations of allowing, 
in connection with accelerated deprecia- 
tion, only the actual tax liability. Union 
Electric pointed out that this policy does 
not recognize a deferral of federal income 
taxes as a result of accelerated deprecia- 
tion and does not permit a company to 
include in its rates a component to pro- 
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vide a reserve to offset future increased 
taxes which may result from accelerated 
depreciation. The company contended that 
sound accounting principles require a 
matching of current expenses with cur- 
rent revenues and, accordingly, that ac- 
counting methods and practices should 
conform to the rate-making policies of the 
commission with respect to accelerated 
depreciation. 

The company’s application was granted. 
For properties subject to accelerated de- 
preciation, and for accounting purposes 


only, the company was authorized to re- 
cord in its income account only its lia- 
bility for current income taxes. It was 
authorized to transfer the balance in its 
account “Reserve for Deferred Federal 
Income Taxes—Accelerated Deprecia- 
tion,” as of December 31, 1957, to its 
earned surplus account and to reverse all 
conflicting entries recorded during 1958 
under a previously authorized procedure 
of accounting for the tax effect of accel- 
erated depreciation. Re Union Electric 
Co. Case No. 13,531, August 29, 1958. 


Television License Not Modified by Authorization 
Of Competitive Station 


A FEDERAL court of appeals ruled that 
a television license was not amended, 
so as to entitle the holder to a hearing, by 
the grant of a permit for the construction 
of a competitive television station in the 
licensee’s reception area. Thus a Fort 
Lauderdale licensee, Gerico Investment 
Company, operating on UHF Channel 
17, lost an appeal from orders of the 
Federal Communications Commission au- 
thorizing the construction of a competi- 
tive station in Miami on VHF Channel 
10. The court affirmed the commission’s 
orders. 

Gerico contended that its license was 
effectually modified by the new grant be- 
cause the Miami station would seriously 
affect its operations economically. The 
court noted that Gerico’s license did not 
contain any express or implied terms in- 


suring financial success or protecting 
against economic injury. 

Furthermore, Channel 10 in Miami 
had been duly allocated in prior proceed- 
ings in which the factors of equitable and 
efficient distribution of service were con- 
sidered. While the allocation had not 
matured into actual operation of a station 
on Channel 10 at the time Gerico’s license 
was issued, the commission could later 
find, without modifying the prior licen- 
see’s rights, that such operation was a 
matter of public convenience and necessity 
notwithstanding economic injury to Ger- 
ico. Nor was the commission bound to 
consider again in the instant proceeding 
the factors of equitable and efficient dis- 
tribution of service. Gerico Investment 
Co. v. Federal Communications Commis- 
sion, 255 F2d 893. 


Gas Company to Apply Proposed Rates 
Until City Fixes Adequate Rates 


Reisen - NEBRASKA NATURAL GAS 
CoMPANY may fix its own rates and 
put them into effect until such time as the 


city of St. Edward establishes reasonable 
rates under its statutory authority, the 
Nebraska supreme court ruled. 
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Although rates prescribed in a fran- 
chise ordinance granted by the city in 
1950 have become inadequate and confis- 
catory, the city has refused to determine 
adequate rates. It contended that the fran- 
chise constituted a contract and the com- 
pany was bound to provide service under 
the original schedule of rates. The fran- 
chise provided for adjustment of rates, 
however, subject to approval by the 
proper regulatory body, which is the city. 
At the instance of the company, the trial 
court perpetually enjoined the city from 
preventing the company’s putting new 
rates into effect. 


Scope of Injunction 


Although the high court found gener- 
ally for the company, it was compelled to 
reverse the lower court because the in- 
junction went too far. The city should be 
enjoined from preventing the establish- 
ment of the proposed rates only until such 


time as it prescribes adequate rates. The 
perpetual injunction unjustifiably as- 
sumed that the company’s rates were the 
only reasonable ones. The municipality 
could not thus be denied the exercise of 
its regulatory powers. 

The power of regulation is a part of 
the franchise, said the court, and the fact 
that the delegation of regulatory power 
by the legislature to the city occurred after 
the granting of the franchise was not 
material. The proceeding was remanded 
to the lower court for appropriate limita- 
tion of the injunction. 

Before the litigation in the state court 
there had been litigation in the federal 
courts, resulting in a decision in Kansas- 
Nebraska Nat. Gas Co. v. City of St. 
Edward (1956) 15 PUR3d 68, 234 F2d 
436, holding that the federal courts did 
not have jurisdiction. Kansas-Nebraska 
Nat. Gas Co., Inc. v. City of St. Edward 
et al. 91 NW2d 69. 


Unremunerative Extension Not Required 
Of Water Company 


ee New Jersey superior court re- 
fused to require a water company to 
extend service at its own expense to a 
proposed residential development, in the 
face of evidence that the extension would 
require the company to increase its invest- 
ment by 50 per cent while realizing only 
a 3 per cent increase in business. The 
financial condition of the company does 
not warrant such an expenditure, the 
court held. 

The court pointed out that two New 
Jersey court decisions (4 PUR3d 76; 24 
PUR3d 343) have established several 
criteria to be applied in determining the 
disposition of applications for extensions 
of utility facilities: (1) whether public 
convenience and necessity require an ex- 
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tension; (2) whether such extension is 
reasonable and practical; (3) the effect 
of the return reasonably to be anticipated 
from the extension of facilities upon the 
overall return; and (4) whether the finan- 
cial condition of the utility reasonably 
warrants the original expenditure for the 
extension. It has been held, moreover, 
that if these criteria are met, the lack or 
inadequacy of profit is important only as 
it affects the overall return of the utility 
company. 

Considering that the company’s recent 
rate of return was only one-half of one 
per cent, the proposed extension would 
result in an overall operating loss. It was 
not an absolute certainty, moreover, that 
any houses would be constructed in the 
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area, and potential customers were appar- 
ently unwilling to undertake any binding 
agreement for service. The company was 
being asked, in effect, to take a speculative 


stake in the success of the development. 
In these circumstances it was not obliged 
to extend its mains. Langan et al. v. West 
Keansburg Water Co. et al. 143 A2d 185. 


Interstate Ferry Not Subject to State Control 


pee New Jersey commission has no 
authority to require the continuation 
of ferry service between Jersey City and 
New York city, the New Jersey superior 
court held, reversing an order of the com- 
mission. Erie Railroad Company had ob- 
tained authority from the Interstate Com- 
merce Commission to abandon interstate 
passenger ferry service between the two 
points. 

The court decided that the regulation 
here sought to be exercised by the state 
commission transcended its territorial 
jurisdiction within the controlling deci- 
sion of the New Jersey supreme court in 
Pennsylvania R. Co. v. New Jersey Pub. 
Utility Comrs. (1952) 98 PUR NS 401. 
The decision precludes the commission 


from exercising jurisdiction directly to 
command a utility to carry on a service 
beyond the state line. 

A contention that the commission’s 
action was reasonably incidental to its 
power to regulate intrastate operations 
was dismissed with the observation that 
the service here in question involved no 
intrastate service at all. It was exclusively 
interstate. A statute purporting to give 
the commission authority to regulate 
transportation between New Jersey and 
other states was held to be an invalid 
assumption of state power to the extent 
that it purported to authorize the com- 
mission to transgress the territorial limi- 
tations upon state jurisdiction. Erie R. 
Co. v. New Jersey et al. 143 A2d 224. 


State Investigation of Interstate Pipeline Safety 


_- state, as an exercise of its police 
power, may regulate the operational 
safety of an interstate natural gas pipeline 
within the state borders in order to pro- 
tect the interests of citizens of the state, 
the New Jersey commission pointed out 
in connection with an investigation of the 
pipeline of Algonquin Gas Transmission 
Company, following a break in the line at 
Riverdale, New Jersey. In response to a 
claim of conflict with the Natural Gas 
Act, the commission observed that the 
federal statute has not completely occu- 
pied the field and that dual regulation in 


this area of interstate commerce is still 
permissible. 

Algonquin challenged the commission’s 
authority to direct the company to give 
notice of a hearing on a show-cause order, 
both by newspaper advertisement and by 
direct notification to clerks of municipali- 
ties where the pipeline lies. But the com- 
mission was satisfied that it had such 
authority, indicating that its power to 
investigate and hold hearings compre- 
hends authority to direct the giving of 
notice. Re Algonquin Gas Transmission 
Co. Docket No. 10844, August 27, 1958. 
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Other Recent Rulings 


Nuclear Research Expense. The North 
Carolina commission, following its recent 
decision in Re Duke Power Co. (24 
PUR3d 203), authorized Virginia Elec- 
tric & Power Company to charge to 
miscellaneous general expenses over a 
period of ten years substantial contribu- 
tions for the development of a nuclear 
reactor at Parr Shoals, South Carolina, 
for research and experimentation in the 
generation of electricity with nuclear 
energy. Re Virginia Electric & Power 
Co. Docket E-22, Sub 41, September 4, 
1958. 


Passenger Trains Unneeded. In view 
of meager public patronage and heavy 
out-of-pocket losses, the Florida commis- 
sion found that two passenger trains op- 
erated by the Louisville & Nashville 
Railroad Company between Pensacola and 
the Florida-Alabama line were not needed 
by the public, and the company was con- 
sequently authorized to discontinue them. 
Re Louisville & N. R. Co. Docket No. 
5338-RR, Order No. 2636, July 10, 1958. 


Priority of Applicant Recognized. Other 
things being substantially equal, the Utah 
commission granted motor carrier au- 
thority to one of three rival applicants on 
the ground of the prior filing of his appli- 
cation. Re Jeffries-Eaves, Inc. et al. Case 
Nos. 4587, 4541, 4597, July 18, 1958. 


Water Rate of Return. The Wisconsin 
commission fixed a rate of return at 5.5 
per cent for a water company, based on a 
net book value rate base including cur- 
rent improvements. Re City of Berlin, 
2-U-5004, July 31, 1958. 


Pullman Conductor Rule. The Florida 
commission ordered the Pullman Com- 
pany and all railroads operating within the 
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state to comply with a previously issued 
order, to the extent that no sleeping car, 
parlor car, or chair car could be operated 
on any line when occupied by passengers 
unless continuously in charge of an em- 
ployee or an authorized agent having the 
rank and position of Pullman conductor, 
provided, however, that one or more Pull- 
man cars in the same train could be in the 
custody or care of a Pullman conductor. 
Re Accommodation and Transportation 
of Passengers by Railroad, Docket No. 
1274, Order No. 2659, August 5, 1958. 


Temporary Authority. The Colorado 
commission granted a temporary certifi- 
cate authorizing the operation of passen- 
ger bus service in a city, with the holder 
given the option of discontinuing service 
upon written notice to the commission at 
the end of the temporary period, where 
the commission was reluctant to impose 
the burden of continued service until re- 
lieved by the commission even though it 
might mean operating at a financial loss 
and the applicant had requested temporary 
authority to more fully determine the 
feasibility of the operation. Re Seals 
(Aurora Bus Line), Application No. 
16478, Decision No. 50754, August 11, 
1958. 


Open Agency Station. The Missouri 
commission permitted a railroad to dis- 
continue service at an open agency sta- 
tion throughout the calendar year except 
for two stated periods, notwithstanding 
that the station had been operating at a 
profit, where public convenience and neces- 
sity no longer required the station to be 
kept open year round. Re Missouri P. R. 
Co. Case No. 13,948, August 21, 1958. 


Public Convenience to Few. The New 
Jersey commission, in passing upon a 
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railroad’s application for permission to 
discontinue stopping trains at a certain 
station and to remove the station building, 
pointed out that public convenience lies 
also in adequate service to the few, as 
well as to the many, and that where there 
is a lack of other adequate means of trans- 
portation, the number of the members of 
the public affected by a proposed dis- 
continuance is not necessarily determina- 
tive. Re Delaware, L. & W.R. Co. Docket 
No. 10481, August 14, 1958. 


Water Company Return. The New 
Jersey commission considered a return of 
6 per cent on a water company’s rate base 
reasonable. Re Plainfield-Union Water 
Co. Docket No. 10538, August 26, 1958. 


Factors Affecting Train Abandonment. 
The Wisconsin commission pointed out 
that the essential factors to be considered 
in passing upon a railroad’s application 
for authority to discontinue specific pas- 
senger trains are the present and prospec- 
tive use of such service by the public, 
the extent of the carrier’s loss on the op- 
erations involved, relation of that loss to 
the carrier’s operations as a whole, bal- 
ancing of the carrier’s loss with the in- 
convenience and hardship to the public if 
the service is discontinued, and the availa- 
bility and adequacy of other service. Re 
Chicago, B. & Q. R. Co. 2-R-3385, Au- 
gust 28, 1958. 


Operating Ratio. An operating ratio of 
94.90 per cent, resulting from increased 
fares authorized for a transit company, 
was considered reasonable by the Cali- 
fornia commission. Re Fresno City Lines 
Inc. Decision No. 57297, Application No. 
40175, September 2, 1958. 


Monopoly Charge against Telecaster. 
A federal appeals court held that the fact 
that a television operator has a lawful 
monopoly in a substantial area does not 
refute or negate a claim that the operator, 
which also produces film programs, has 
attempted to use its telecasting power to 
create a monopoly of the film program- 
ming business by refusing to consider 
scheduling film programs produced by a 
competitor. Packaged Programs, Inc. v. 
Westinghouse Broadcasting Co., Inc. 255 
F2d 708. 


Television Channel Assignment. A fed- 
eral appeals court ruled that the Federal 
Communications Commission acted with- 
in its discretion in refusing to amend the 
table of television channel assignments 
contained in its rules and regulations by 
shifting Philadelphia Channel 3 to At- 
lantic City so as to make a VHF station 
available to the latter. Mackey v. United 
States et al. 255 F2d 898. 


Reference to Grandfather Operation. 
The U. S. district court held that refer- 
ence to an underlying grandfather opera- 
tion is not permissible to aid in the inter- 
pretation of an Interstate Commerce 
Commission permit where there is no 
patent ambiguity. Scott Truck Line, Inc. 
v. United States et al. 163 F Supp 118. 


Petroleum Products. The Texas court 
of civil appeals held that a commission 
order determining that named commodi- 
ties were petroleum products was not 
illegal as an interpretation of a prior final 
order since the commodities named were 
petroleum products all the time, though 
not defined. York Transport Co. et al. v. 
Texas R. Commission, 315 SW2d 313. 
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Important addresses on legal, economic, financial, and other prob- 


lems, delivered before the Public Utility Law Section of the 
American Bar Association at Los Angeles, California, August 25- 


27, 1958 





Some Aspects of Transportation Regulation 


By tHe HonorasLE HOWARD FREAS* 


HEN the Transportation Act of 1958 

became law on August 12, 1958, there 
was struck a new balance in federal-state 
relationships in the regulation of surface 
transportation, While that act deals with 
other important subjects; I propose to limit 
myself to those provisions which deal with 
the power of the Interstate Commerce Com- 
mission to regulate intrastate rail rates, and 
for the first time empower the commission 
to authorize railroads to discontinue par- 
ticular services (as distinguished from total 
abandonment of lines of railroads). 

The new act reminds us again that the 
delicate task of balancing national needs 
against local interests is never-ending in our 
federal system. The Constitution provides 
that “The Congress shall have power... to 
regulate commerce with foreign nations and 
among the several states.” Through the years, 
it has been settled by the courts that Con- 
gress may regulate not only interstate com- 
merce but also those aspects of intrastate 
commerce which are inextricably intertwined 
with interstate commerce. But in the regula- 
tion of surface transportation, Congress has 
been slow to exercise the full reach of this 
power to regulate commerce. It has acted to 
expand federal regulation to the exclusion of 
state power only step by step as it was con- 
vinced of the need for national control. Thus, 
the Supreme Court’s 1886 decision in the 
Wabash! case that states could not regulate 
rates on interstate shipments, was one of the 
spurs to the enactment of the original Inter- 


*Chairman, Interstate Commerce Commission, 
Washington, D. C. 

1Wabash, St. L. & P. R. Co. v. Illinois (1886) 
118 US 557. 
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state Commerce Act of 1887. Again, that 
court’s 1925 decision in Buck v. Kuykendall* 
made clear that only the federal government 
could regulate interstate motor carrier com- 
petition through certificates of public con- 
venience and necessity. 


HE original Interstate Commerce Act of 

1887 was primarily directed at the elimi- 
nation of discriminatory and unreasonable 
rates. Both the Hepburn Act of 1906® and 
the Mann-Elkins Act of 1910,* while rein- 
forcing the basic act, adhered to this primary 
objective. 

Particularly pertinent to future develop- 
ments was the famous Shreveport case® in 
which the Supreme Court held that rate dis- 
crimination between intrastate shipments and 
interstate shipments violated the antidis- 
crimination provisions of the Interstate Com- 
merce Act. Here was clear recognition that 
certain aspects of intrastate transportation 
require regulation by the national govern- 
ment. 

It is well known that the transportation 
difficulties in World War I and the financial 
condition of the railroads following the 
period of federal operation, led to a major 
change of course in the Transportation Act 
of 1920. It is enough to repeat now that the 
new emphasis was not on the prevention of 
abuses, but to place upon the commission 
affirmative responsibility for the develop- 
ment of an adequate national transportation 
system, 


2 267 US 307, PUR1925C 483. 
3 34 Stat 584. 

4 36 Stat 539. 

5 (1914) 234 US 342. 
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HE 1920 act, as modified by the Trans- 

portation Act of 1940, modified the di- 
vision of responsibility and power between 
federal and state governments in four major 
respects: 

(1) With a view to preserving and enhanc- 
ing the credit of the railroads, it gave to the 
Interstate Commerce Commission exclusive 
control over issues of securities by railroads.® 
As evidence of the need for such single con- 
trol of railroad capital structures, it is in- 
teresting to note that President Thelen of 
the railroad commission of California was a 
leading proponent of this change.” 

(2) The Interstate Commerce Commission 
was given exclusive power to authorize rail- 
road unifications, without regard to the limi- 
tations and restrictions of state and municipal 
law. This power was an incident to the 
broader congressional policy from 1920 of 
permitting railroad unifications as a route to 
economy and efficiency. 

(3) The commission was given jurisdic- 
tion to control, in terms of public convenience 
and necessity, the construction, extension, 
and abandonment of lines by interstate rail- 
roads. Significantly for the future, this juris- 
diction over abandonments was held by both 
the commission and the courts to be limited 
to the total abandonment of a line of railroad 
(as distinguished, for example, from a par- 
tial discontinuance of service, such as pas- 
senger service which remained subject to 
state regulation). 

(4) The commission was empowered for 
the first time, in what is now § 13 of the In- 
terstate Commerce Act, to prescribe intra- 
state rates for the purposes of eliminating 
(a) discrimination between intrastate ship- 
pers and localities, on the one hand, and ship- 
pers and localities in interstate commerce, on 
the other, and (b) undue discrimination 
against interstate commerce. 


NDER the 1920 legislation, the Interstate 
Commerce Commission had exclusive 
jurisdiction over railroad capital structures 
and unifications. On the other hand, control 
of service and of intrastate rates was divided 
between federal and state authority. 


6 41 Stat 494, 49 USC 20a. 

71919 Hearings before the Senate Committee on 
Interstate Commerce, entitled “Extension of Tenure 
ee Control of Railroads,” Vol. 3, p. 
395. 


The principal interplay between federal 
and state power occurred in the area of intra- 
state rates under § 13. At the outset it was 
widely regarded as a unique opportunity for 
federal-state co-operative effort. In fact, 
there was fruitful collaboration.? Neverthe- 
less, many people have been disappointed that 
there was not more. I refer to this aspect be- 
cause I shall be pointing out that the new act 
also evokes co-operation and understanding 
between federal and state commissions, 

The amendments of 1935, 1940, and 1942 
which subjected to federal regulation inter- 
state motor and water carriers and freight 
forwarders, created no novel federal-state 
relationships other than that of providing 
for the use of joint state boards in handling 
certain motor carrier matters. The commis- 
sion’s exclusive powers over security issues 
and carrier unifications were made applicable 
to motor carriers, but § 13 was not made ap- 
plicable to the intrastate charges of motor or 
water carriers or of freight forwarders. 


I SHALL lightly pass over some of the pro- 
visions of the Transportation Act of 
1958. It charges the commission with admin- 


istration of a program of federally guaran- 
teed loans to railroads in an amount not to 
exceed $500 million. It stabilizes the defini- 
tion of agricultural commodities whose trans- 
portation is exempt from motor carrier eco- 
nomic regulation, and rolls back some recent 
court decisions which had given a very broad 
scope to that exemption. It undertakes to 
clarify the rule of rate making in § 15a. And 
it sharpens the definition of private carriage. 

In addition, however, the 1958 act deals 
significantly with federal-state relationships 
by adding to the Interstate Commerce Act a 
new § 13a and by amending § 13(4). 

The new § 13a for the first time empowers 
the Interstate Commerce Commission to au- 
thorize interstate railroads to discontinue or 
change the operation or service of any train 
or ferry (that is, a partial discontinuance of 
service as distinguished from total abandon- 
ment) operated in either interstate or foreign 
commerce. The legislative history of the new 
act makes it clear that in vesting such power 
in the commission, the Congress was moti- 
vated primarily by the huge and continuing 


9II Sharfman, “The Interstate Commerce Com- 
mission” (1931) p. 307. 
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deficit which the railroads incur in their pas- 
senger service. 


ECTION 13a provides two procedures. One 
S applies where a railroad proposes to dis- 
continue or change a train or ferry operating 
from a point in one state to a point in another 
state; the other where it is proposed to dis- 
continue or change a train or ferry operated 
solely within a single state. 

The statutory procedure for discon- 
tinuance or change of what I shall refer to 
as interstate services is obviously patterned 
upon the rate suspension procedure of § 
15(7). Thus, the railroad may file with the 
commission (and must mail to the governor 
of each state in which the particular service 
is operated) a notice at least thirty days in 
advance of such discontinuance or change. 
When such a notice is filed, the commission 
either upon complaint or on its own motion 
may within the 30-day period institute an in- 
vestigation of the proposed discontinuance or 
change. If the commission institutes such an 
investigation, it may also, by serving an order 
upon the railroad at least ten days prior to 
the date on which the proposed discontinu- 
ance or change would take effect, require the 
service to be continued in whole or in part 
pending hearing and decision. The required 
continuance may not be for more than four 
months, regardless of whether the investiga- 
tion is completed in such four-month period. 


[’ will be noted that the commission is not 
required either to investigate or to com- 
pel continuance of service. If the commis- 
sion takes no action during the 30-day period, 
the railroad may discontinue or change the 
service in accordance with its notice. If with- 
in the 30-day period the commission institutes 
an investigation, with or without requiring 
interim maintenance of service, it may order 
the railroad to continue or restore the serv- 
ice if it “finds that the operation or service 
of such train or ferry is required by public 
convenience and necessity and will not un- 
duly burden interstate or foreign commerce.” 

The procedure prescribed by new § 13a 
for discontinuance or change of what I shall 
refer to as intrastate rail services is entirely 
different. It is essentially the same applica- 
tion procedure as § 1(18) and (19) provides 
for authorization of the total abandonment 
of a line of railroad, This application pro- 
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cedure is essentially appellate. It may be in- 
voked by a railroad where discontinuance or 
change of the operation or service of any of 
its intrastate trains or ferries 


is prohibited by the Constitution or 
statutes of any state or where the state au- 
thority having jurisdiction thereof shall 
have denied an application or petition duly 
filed with it by said carrier or carriers for 
authority to discontinue or change, in 
whole or in part, the operation or service 
of any such train or ferry or shall not have 
acted finally on such an application or peti- 
tion within one hundred and twenty days 
from the presentation thereof... 


N such cases, in contrast with the pre- 

scribed procedure on notices of discon- 
tinuance or change of interstate services, the 
commission holds a hearing in the state in- 
volved and may authorize discontinuance or 
change of such intrastate service only if it 
finds that 


(a) the present or future public conven- 
ience and necessity permit of such discon- 
tinuance or change, in whole or in part, of 
the operation or service of such train or 
ferry, and (b) the continued operation or 
service of such train or ferry without dis- 
continuance or change, in whole or in part, 
will constitute an unjust and undue burden 
upon the interstate operations of such car- 
rier Or carriers or upon interstate com- 
merce. 


The Interstate Commerce Commission is 
determined to exercise responsibly its new 
powers to authorize discontinuance or change 
of particular rail services. However, I par- 
ticularly call your attention to the tight pro- 
cedural timetable which begins when a rail- 
road files a notice of discontinuance or 
change of an interstate service. It need not 
give more than thirty days’ notice. During 
that period, the commission must decide 
whether to investigate. Since the commission, 
if it is to require maintenance of service 
pending its investigation, must so order at 
least ten days prior to the effective date of 
the proposed discontinuance or change, it 
will, as a practical matter, have only twenty 
calendar days in which to decide whether to 
act. 
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ow the commission can decide respon- 
N sibly whether to let the discontinuance 
or change take effect, or whether to investi- 
gate or whether to suspend the discontinu- 
ance or change, only if it has some facts. In 
that connection, the commission has pre- 
scribed regulations governing “Discontinu- 
ance or Change of Operation or Service.” 
These regulations provide that the required 
notices (as well as applications as to intra- 
state service) be accompanied and supported 
by specified information as to precise serv- 
ice involved, other available common carrier 
service, the public’s use of the service, and 
the financial results of operating the service. 
Railroads filing such notices must comply 
fully with these information requirements 
or take the risk that in case of doubt the 
commission will require continuance of the 
service pending investigation. 

I wish to emphasize that in considering 
whether to investigate or to suspend such pro- 
posed discontinuances or changes in interstate 
rail services, the commission will welcome in- 
formation from the state commissions, local 
governments, and other interested persons. 
But the crucial point is that the commission 
must receive such information promptly if it 
is to take it into account. 


pm where the commission enters 
upon an investigation of a proposed dis- 
continuance or change of the operation of an 
interstate rail service, it may only require 
continuance thereof for a maximum period 
of four months. Thus, if the commission’s 
hearing and decision require more than four 
months, as complicated and controversial 
cases often do, it would be possible for the 
railroad to put into effect a discontinuance or 
change of service which later the commis- 
sion would order restored. It seems to me 
that this would be disrupting both to the rail- 
road involved and to the public which uses 
the particular rail service. 

However, I believe that such disruption 
can be largely avoided if the commission can 
enlist the co-operation of both the railroads 
and of the public bodies and other persons 
who may be opposed to such discontinuances 
or changes. Where a railroad is proposing a 
significant discontinuance or change in serv- 
ice which obviously requires an extensive in- 
vestigation and the commission acts expedi- 
tiously, I believe that the carrier should give 


serious consideration to postponing the exer- 
cise of its right to put the proposal into effect 
upon the expiration of the four-month 
period. 

Similarly, considering the remedial and 
urgent purposes of this legislation, I be- 
lieve that objectors should make every effort 
to assist the commission in expediting the in- 
vestigation and decision of these service 
questions. 


HILE the 1958 act amends § 13(4) in 

several respects, the most important 
change relates to revenue discrimination 
against interstate commerce as a basis for the 
Interstate Commerce Commission prescrib- 
ing intrastate rates. This particular amend- 
ment provides that the commission may find 
such revenue discrimination “without a 
separation of interstate and intrastate prop- 
erty, revenues, and expenses, and without 
considering in totality the operations or 
results thereof of any carrier, or group, 
or groups of carriers wholly within any 
me..." 

The intended result of this amendment is 
to abrogate the recent decisions of the Su- 
preme Court in the so-called Milwaukee!? 
and Utah cases." In the Milwaukee case, the 
court set aside an order of the commission 
prescribing higher commuter fares for the 
Milwaukee, upon the ground that the com- 
mission had failed to take into account the 
railroad’s other intrastate revenues, freight 
and passenger, from Illinois traffic. And the 
court suggested, if it did not hold, that if 
the railroad’s total revenues from Illinois 
intrastate revenues constituted a fair propor- 
tionate share of the total revenues required 
by the railroad, the state authorities could 
determine which intrastate rail services 
should be subsidized by the other intrastate 
services. In the Utah case, the court not only 
held that in considering intrastate freight 
rates under § 13 the commission must take 
into account the results of intrastate pas- 
senger operations, but also, in practical ef- 
fect, that there must be a separation of the 
intrastate costs and revenues from the re- 
sults of the railroad’s interstate operations. 


10 Chicago, M. St. P. & P. R. Co. v. Illinois 
(1958) 356 US 906, 23 PUR3d 368. 

11 Utah Pub. Service Commission v. United States 
(1958) 356 US 421, 24 PUR3d 113. 
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It is worth noting that another amend- 
ment to § 13(4) treats significantly with 
federal-state relationships. Thus, that sub- 
section is amended to provide that when a 
railroad files a petition challenging intrastate 
rail rates as violative of § 13, 


the commission shall forthwith institute 
an investigation ... (whether or not there- 
tofore considered by any state agency or 
authority and without regard to the 
pendency before any state agency or au- 
thority of any proceeding relating thereto) 
and shall give special expedition to the 
hearing and decision therein. 


The purpose of this amendment is stated 
bluntly in the report of the Conference Com- 
mittee” as follows: 


The purpose of this proviso is to avoid 
the delays which now ensue by reason of 
the practice generally on the part of the 
carriers of awaiting final action by the 
state authorities prior to filing a petition 
with this commission for an investigation 
under § 13(3). This has been the general 
practice, except where action on the part 
of the state authorities has been unduly de- 
layed. The commission also as a matter of 
comity has felt that it was undesirable to 
intervene while a matter is before a state 
commission and it has discouraged the fil- 
ing with it of petitions in those circum- 
stances. These practices have resulted in 
delays in removing discriminations against 
and burdens upon interstate commerce. 
The effect of this amendment would be to 
require the commission to proceed prompt- 
ly to a determination of such matters, re- 
gardless of the pendency of any proceed- 
ings before a state commission. 


It is clear that Congress has commanded 


12 House Report No. 2274, 85th Congress, 2nd Ses- 
sion (1928), p. 12. 


the commission to abandon its comity policy 
of withholding its hand pending action by 
state commissions. Obviously, the commis- 
sion must comply with this mandate of Con- 
gress. At the same time, I wish to emphasize 
that the commission will need and welcome 
facts and views from the state regulatory 
bodies. I still believe that we can do much to- 
gether in the public interest we all serve. 


cos I should like to comment briefly 
upon the regulatory aspects of the im- 
minent admission of Alaska as our forty- 
ninth state. The Interstate Commerce Com- 
mission is already planning to establish in 
Alaska a field office which will report direct- 
ly to the commission in Washington. In the 
absence of specific grandfather legislation, 
the immediate task is to prevent any inter- 
ruption in motor carrier and freight forward- 
er service when Alaskan transportation be- 
comes subject to the Interstate Commerce 
Act. We are confident that this can be done 
by appropriate orders (including the grant 
of temporary authorities pending the de- 
termination of permanent service applica- 
tions). At the same time, we shall not hesi- 
tate to recommend to the Congress any legis- 
lation which may be needed for an orderly 
initial application of the act. 

Also, we believe that this transition will 
be eased by a program of explaining the 
regulatory requirements to Alaskan carriers 
and shippers in advance of actual statehood. 
We are already preparing a special bulletin 
for this purpose. 


I‘ conclusion, may I suggest that the new 
tasks which Congress has given to the 
commission, together with the adjustment 
of the whole regulatory pattern to the unique 
transportation needs of Alaska, are sufficient 
proof that the problems of regulation have 
not yet become so routine that they can be 
judicialized and transferred to the courts. 





Some Aspects of Utility Regulation in California 
By tHE HonorasLE PETER E. MITCHELL* 


N the outset, I wish to make it perfectly 
clear that the opinions or views which 


*Member, California Public Utilities Commis- 


sion, San Francisco, California. 


NOVEMBER 6, 1958 


I may express are my own and are not to be 
understood as necessarily being the official 
opinions or views of the public utilities com- 
mission of California, of which I am a mem- 
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ber. Being a lay person, I shall not undertake 
to engage in legal esotericism, as I well know 
you are far more familiar with that sort of 
thing than I am. 

I do want you to know that I am deeply 
honored by your invitation to speak to you 
today. 

The broad powers conferred upon the 
California Public Utilities Commission are 
matched, or more than matched, by the com- 
plex problems which continue to confront 
that body year after year. It might appear 
that having functioned under relatively 
stable statutes since 1912, the commission 
would long since have developed practices 
and precedents which would provide the 
answer to most problems that might arise. 
That would be to forget the complexities of 
the field, magnified by the vast development 
of our state, its continually surging popula- 
tion growth, its transition from an agricul- 
tural commonwealth to one of the giants 
among industrial states, and the changes 
which come from technological advances. 
Changes in the economy and way of life con- 
tinually bring new problems. Solutions to the 
problems presented must be practical as well 
as legal. That commission decisions in intri- 
cate proceedings may be understood and 
favorably received by the “Court of Public 
Opinion” is also important. 


je scope of the commission’s activities 
cannot be told adequately merely by re- 
viewing the history of the law and a citation 
of commission decisions, Every week brings 
anew question to be decided and almost every 
application, every investigation by the com- 
mission, and every formal complaint case, 
presents circumstances peculiar to that pro- 
ceeding. 

The state Constitution confers upon the 
commission administrative, legislative, and 
judicial powers. The legislature may not re- 
duce these powers, but its authority is plenary 
to add to the duties of the commission and 
to extend its authority in line with the Con- 
stitution, Further, the legislative intent re- 
garding the status of the commission is evi- 
denced by the provision in the Public Utili- 
ties Act that court review of its decisions 
may be made only by the California supreme 
court and only on very limited grounds. 

It should be noted also that “The review 
shall not be extended further than to deter- 


mine whether the commission has regularly 
pursued its authority, including a determina- 
tion of whether the order or decision under 
review violates any right of the petitioner 
under the Constitution of the United States 
or the state of California. The findings and 
conclusions of the commission on questions 
of fact shall be final and shall not be subject 
to review; such questions of fact shall in- 
clude ultimate facts and the findings and con- 
clusions of the commission on reasonable- 
ness and discrimination.” (California Public 
Utilities Code § 1757 (1956).) Unlike the 
federal commissions and many state commis- 
sions, no rate increase can go into effect until 
approved by the commission. There are no 
provisions in California law for the posting 
of bonds or for automatic action thirty or 
sixty days after filing. 


HE commission’s chief counsel, Everett 

C. McKeage, a recognized authority on 
state regulatory law, has called the California 
regulatory body the most powerful such com- 
mission in the United States. 

Its multiple duties make the commission a 
hybrid agency, which exercises powers of 
both the legislative and judicial branches of 
government. When it conducts hearings in 
reparation or condemnation proceedings or 
on contempt cases it acts in a purely judicial 
capacity. When it determines rates to be 
charged for the services of a utility, or when 
it investigates the safety provided or services 
performed it acts in a legislative capacity. 

Regulation by the federal government of 
interstate utilities and transportation com- 
panies is the duty of the Interstate Commerce 
Commission, the Federal Power Commission, 
the Federal Communications Commission, 
and the Civil Aeronautics Board. In Cali- 
fornia the public utilities commission per- 
forms at the state level many of the combined 
duties of all of these agencies, and in addi- 
tion regulates other types of activity, as, for 
example, water companies, wharfingers, and 
steam heat companies, not subject to jurisdic- 
tion of these federal agencies. it regulates the 
fares, service, and safety of railroads, buses, 
and trucks, as does the ICC. It oversees the 
rates, service, and safety of gas and electric 
companies, thus performing functions com- 
parable to those of the FPC. Its duties with 
regard to telephone and telegraph are similar 
to those of the FCC. Under the California 
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Constitution it has jurisdiction over intra- 
state fares of airlines. And it must make 
whatever investigation is necessary and give 
its approval before any regulated enterprise 
under the Public Utilities Act may issue any 
evidence of indebtedness. 


HE extensive mandate given to the pub- 

lic utilities commission by the state Con- 
stitution and by the legislature has been dwelt 
upon, not for the purpose of showing its 
power but to outline the scope of its duties 
and responsibilities. Only when the many 
facets of the commission’s regulatory author- 
ity are known is it possible to comprehend 
the multiple problems with which it is con- 
fronted. And only when these problems are 
' understood, at least to some extent, can the 
work of the commission be understood and 
evaluated. 

I would like to discuss many of these 
regulatory problems -with you because un- 
doubtedly every experienced practitioner in 
the utility field, such as I know you are, is 
intimately familiar with the practical con- 
sequences of these problems. However, be- 
cause my time is limited, I would like to ad- 
dress myself to three broad general principles 
of public utility regulation and policy which, 
although national in scope, have particular 
significance to California. 

The approach to the regulatory problem is 
all-important. We must keep ever in mind 
the fundamental principles involved. 

I believe it can be safely said that, in effect, 
a public utility discharges a public trust and 
that it performs a function of the state. 
(Smyth v. Ames (1898) 169 US 466, 544.) 
In other words, a public utility performs a 
necessary function which would be per- 
formed by the state were it not that private 
capital is permitted to engage in that type of 
endeavor. As I understand it, such status is 
the justification for the regulation imposed 
upon public utilities. When one seeks to en- 
joy the status of a public utility, he is asking 
a privilege to be granted by public authority. 
Therefore, public utilities occupy a privileged 
position and in return submission to regula- 
by public authority follows as night the 

ay. 


| ge cardinal principles applicable to 
the regulation of public utilities must 
ever be kept in mind. Those of us who are 
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engaged in regulation of public utilities some- 
times become so preoccupied with the press- 
ing necessities of meeting the day-to-day 
problems that we forget or momentarily over- 
look those cardinal principles and thus fall 
into error. If we do this, the courts usually 
remind us of our temporary lapse by a re- 
sounding reversal of our decisions. 

I am fully aware that there are varying 
philosophies with regard to regulation of 
public utilities ; that reasonable men honestly 
may differ. There is a zone of reasonable- 
ness within which the regulator may operate, 
and if he keeps within that zone there is not 
much to fear from judicial interposition. It 
is within this zone of reasonableness that 
philosophies regarding regulation may differ, 
with the ultimate result oftentimes amount- 
ing to millions of dollars, one way or the 
other, as applied to the bill of the ratepayer. 

Many years ago Thomas Jefferson pointed 
out that a constitution might become outdated 
or become inadequate because of changed cir- 
cumstances and the passing of time. He said 
that the coat which fit a boy in his teens would 
not be adequate for that same boy when he 
became a man. Thus, he reasoned that the 
federal Constitution, necessarily, must be 
amended from time to time to meet the exi- 
gencies of the march of time and circum- 
stance. 


N this vein, I wish to pose the following 
I question : Is regulation, as applied to pub- 
lic utilities, adequate and efficient today? We 
well may ask has regulation kept pace with 
our dynamic economy and industrial life? 
Does regulation fully serve the public inter- 
est? 

In the state of California, the fundamental 
law now applicable to the regulation of pub- 
lic utilities came into being during the re- 
forms of Governor Hiram W. Johnson in 
1911-12, At this time there was no TV, 
no radio, a few thousand telephones, instead 
of more than five million. A horse and wagon 
were less a novelty than an automobile. So far 
as the fundamental concept of regulation is 
concerned, it is substantially the same today 
as it was then. When we reflect upon the 
tremendous changes in our society and 
economy since that day, it would not be un- 
reasonable to inquire whether regulation of 
public utilities has kept pace with these 
changes. I am not saying that regulation of 
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utilities today is inadequate. What I am say- 
ing is that, in my opinion, it is time that 
fundamental studies by appropriate authori- 
ties be made to determine whether or not that 
governmental process is fully serving the 
public interest. 

Time will not permit me to go into detail, 
but I do suggest that inquiries into this sub- 
ject would be timely and in the public inter- 
est. Such inquiries should be absolutely ob- 
jective and free from partisan political inter- 
ference. No attempt to grind axes should be 
allowed to intrude itself into such an inquiry. 
The one and only ultimate objective would 
be to determine whether public utility regula- 
tion as now administered is adequately serv- 
ing the public interest. Necessarily, such 
inquiries should be comprehensive and all- 
embracing. 


Nx I would like to discuss the matter 
of the rate of return. As attorneys en- 
gaged in the practice of public utility regula- 
tory law, you are aware that the economic 
ultimate in regulation is the rate of return 
which the utility is permitted to earn. The 
rates prescribed to support such rate of re- 
turn are all-important to the ratepayer. 

Today, during an inflationary cycle, with 
the costs of all services rising, the ratepayer 
is giving added attention to those increasing 
prices which he has an opportunity to oppose. 

The many years of rising prices also bring 
presentations by utility advocates, which de- 
clare a definite need for higher percentages 
of profit. 

These facts of economic life produce argu- 
ment and contention which, like the solutions 
they seek, are not susceptible to final, in- 
flexible settlement. Bearing in mind that rate 
fixing is a pragmatic and practical process 
and that there is a zone of reasonableness 
within which commissions may operate, it 
inevitably follows that the rate of return can- 
not be a fixed percentage which is the same 
for all utilities. Much as we may desire reso- 
lution in this field of public utility regulation, 
history and the facts of life demonstrate that 
there must be flexibility and never-ending 
argument over what a proper rate of return 
shall be. 


be are those who contend that the 
utility is entitled to a generous rate of 
return and others who reply that generosity 


may not be engaged in by regulatory authori- 
ties. The law says that the return which a 
utility is entitled to the opportunity to earn 
must be reasonable, but candid minds may not 
agree on what is reasonable. I do believe that 
the safe standard to which the regulatory au- 
thority should cling is that standard which 
maintains that a public utility is not entitled 
to enjoy the profits which speculative or un- 
regulated businesses may enjoy. This is a 
generalization, but I believe it to be a safe 
rule to follow. We know that a public utility 
is protected against many of the hazards to 
which the unregulated business is subject. 
The utility has a right to call upon govern- 
mental authority to increase its rates, which 
is little different than taxation. The privi- 
leged and sheltered position of a public utili- 
ty, under regulation, carries with it a corre- 
sponding obligation to the public. 

A public utility is not free to deal at arm’s 
length with its customers and the rule of the 
market place may not be employed by a pub- 
lic utility in its operations. Therefore, it 
must follow that a public utility may not law- 
fully demand the application of the same 
rules to its operations as those applicable to 
an unregulated business. Having undertaken 
to serve the public and having acquired the 
status that entitles it to enjoy the extraordi- 
nary privileges available to it, a public util- 
ity may not also claim that it is entitled to the 
speculative profits to which the unregulated 
business is entitled. 


I THINK it is fair to state that a public 

utility is in somewhat the same category 
as individuals who engage in professions im- 
pressed with the public interest—such as 
lawyers, physicians and surgeons, and other 
professional men. What might be lawful and 
ethical for an unregulated business would be 
unlawful for a public utility. The privilege 
which a utility is granted by public authority 
carries with it concomitant obligations with 
which unregulated businesses are not bur- 
dened, Regulators must never forget that a 
public utility operation is impressed with the 
public interest; otherwise, such operation 
would not be that of a public utility. 

Being a state regulator, I am very sensi- 
tive to federal encroachment. It is a cardinal 
principle of our dual system of government 
that the Constitution of the United States is 
as concerned with the preservation of the 
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states and their governments as it is in 
the preservation of the federal Union and 
the central government. Surely, no student 
of history or of constitutional law would 
undertake to deny the foregoing basic 
principle. However, in practice history re- 
grettably reflects the fact that all doubt 
has been resolved in favor of national 
power as against state authority. I do not say 
that this has happened in every case, but 
what I do say is that, as a general pattern, 
that is what has been happening since the 
birth of the nation. From the beginning, there 
has been a definite, inexorable, and acceler- 
ating tendency on the part of both the Con- 
gress of the United States and the Supreme 
Court to aggrandize federal authority at the 
expense of state jurisdiction. Equally, it can 
be said that the executive branch has fol- 
lowed the same tendency. 


it does seem passing strange that these in- 
roads upon state authority have been ac- 
complished by those who are citizens of the 
several states and should be impressed with 
the necessity for maintaining our constitu- 
tional dualism. We must not unbalance that 
dualism by a gradual destruction of state au- 
thority through centralization of govern- 
mental power in Washington. 

In the field of public utility regulation, 
where we are faced with the interstate op- 
erations of public utilities, this subject of 
federal encroachment is ever present and 
ever increasing. 

While no one may reasonably contend that 
our constitutional dualism does not require 


patience, tolerance, and farsighted statesman- 
ship in order to successfully operate such a 
system, nevertheless, I do contend that the 
constitutional rights and powers of the sev- 
eral states, to a large extent, have been 
brushed aside and ignored by those who 
should have restrained rather than aggran- 
dized federal jurisdiction. The history of 
regulation abounds with evidence to support 
the view which I am here expressing. 

As the situation now stands, there would 
appear to be no area into which federal au- 
thority may not intrude. Surely it must have 
been the intention of the Founding Fathers 
that there be areas in which federal authority 
may not interpose its power. As a matter of 
fact, in actual practice, state authority in 
many fields operates subject to a veto power 
by the central government. For my part, I 
would prefer that the national authority ex- 
clusively exert its jurisdiction in such fields 
rather than to hold a veto power, for the 
simple reason that such a situation degrades 
and debases state authority. It renders it a 
joke in the eyes of the people. 


r conclusion, I desire to express to you 
again my appreciation for the opportunity 
to appear before you. I would like to leave 
with you the thought that the way of the 
regulator is hard. Rarely, if ever, may he 
enjoy that happy status of rendering a de- 
cision which is pleasing both to the utility 
and to its ratepayers. However, our commis- 
sion is always pleased by the competent and 
honest advocacy for which you gentlemen 
are responsible. 





Some Aspects of Telephone Regulation 
By THE HonoraBLE GEORGE R. PERRINE* 


or and gentlemen of the Puble Utility 
Law Section of the American Bar. To 
deliver a discussion before so well an in- 
formed group is difficult. To say something 
that you do not already know is probably 
more difficult. With that foreword allow me 
to commence, 

Some thirty years ago this fall a then emi- 
nent statesman who was seeking election 


*Chairman, Illinois Commerce Commission, 
Springfield, Illinois. 


NOVEMBER 6, 1958 


to the office of President of the United States 
made a prophecy in one of his speeches which 
has since been bantered around a great deal. 
His statement was: “There will be two 
chickens in every pot and two cars in every 
garage.” Some four years ago in a speech of 
mine I said and I quote from that talk: “The 
advance of our social order in this country 
during this century has changed the entire 
perspective and outlook of our people. The 
telephone is no longer considered a luxury 
by most of us, but is now looked upon as a 
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necessity. In fact, many of my friends who 
have teen-age children, already have installed 
a second line with an unlisted number in 
order to get their personal calls completed. 
This field of selling is certainly in its infancy 
but should definitely be considered as a source 
of future business when and if the present- 
day expansion cycle finally catches up with 
demand.” Still quoting: “It is highly possible 
that in the not too distant future the second 
telephone line will be considered as essential 
to the American home as the second car in the 
garage.” End of quote. 


Nn order to bring my thinking up to date, 
I inquired of the Illinois Bell the extent 
of dual line installations in homes. In 1954 
in the Chicago area of the Bell system there 
were approximately 200 such installations. 
Today there are in the neighborhood of 5,- 
000. Remember this increase, while small in 
proportion to total installations, has occurred 
during a time when private lines have been 
difficult to secure for residential use and cer- 
tainly the company has not been out selling 
this feature. 

Oh, well, it has taken Mr. Hoover some 
thirty years to prove his point. 

In an attempt to stay within the allotted 
time and still make a few observations that 
I think cogent, I have narrowed this paper to 
three different phases of telephone problems 
that confront the Illinois Commerce Commis- 
sion and I am sure must be equally complex- 
ing to other state regulatory bodies. First, 
let me discuss the impact of the average RTA 
financing and the resultant factors upon 
regulation. Secondly, I will discuss the ex- 
tended area calling problems as they affect 
us in Illinois; and, lastly, I wish to touch 
upon the subject of metered service charges 
as the possible answer to telephone rate prob- 
lems. 


y the state of Illinois we have approxi- 
mately 300 telephone companies. Over 
100 of these are subject to our regulation. 
The remaining are small co-operatives and 
switcher lines not subject to any regulation 
and in the most part rendering poor service. 
For purpose of classification, the commis- 
sion has divided the companies under our 
jurisdiction into three major groups: “A” 
companies have over 5,000 stations; “B” 
companies have over 1,000 stations ; and “C” 


companies are all under 1,000 stations. We 
shall not concern ourselves so much in this 
discussion with the class “A” companies. 
However, in the “B” and “C” companies we 
find the problem I wish to emphasize. Most 
of these companies service small communi- 
ties and to a great extent rural areas. Have 
grown up with the industry, but usually with 
no rate structure, no planning, no adequate 
bookkeeping, and with a minimum amount of 
management. 

For years the type of service rendered by 
these companies was more or less acceptable 
to their customers. To be sure, all of the 
subscribers were not satisfied but generally 
speaking no great fuss was made about the 
service—and, in particular, no great number 
of complaints were registered with the com- 
mission. 


OWEVER, with the conclusion of World 
War II the whole attitude of Ameri- 
cans suddenly changed. The standard of liv- 
ing reached an all-time peak and the employ- 
ment and salaries were keeping pace. The 
whole nation had more or less been on the 
move. Young Americans from small com- 
munities had been indoctrinated and exposed 
to all the advantages and complexities that 
highly congested city and urban life had to 
offer. Returning to their homes in these 
smaller communities they were not satisfied 
with the tempo and type of services there of- 
fered. 

One of the first to feel the impact of 

this call for modernization was the telephone 
industry. Modern youth was on the move 
again. This time at home. He and she were 
demanding more perfect living. No longer 
could the poorly operated companies get by 
with the type of service they had been offer- 
ing. 
But where and how were they to get the 
necessary financing to purchase the neces- 
sary new plant? All too often the small tele- 
phone company had been a family-owned af- 
fair and furnished that family its living. 
With little or no thought to the future of the 
business, these small companies had existed 
in the community, rendering a minimum 
service. Our commission engineers, who 
have observed these companies for many 
years, tell me that much of the plant is 
worthless. Our accountants tell me that the 
bookkeeping is equally bad. 
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Wi happens? An enterprising person 
approaches the president of the com- 
pany and starts to dicker for the purchase of 
his company. The sale is negotiated and final- 
ly consummated. While this is going on this 
same person, or his representatives, is mak- 
ing contacts in the community promising a 
modern new plant and modern service. The 
framework for the modern Cadillac for the 
smaller community has already been laid be- 
fore the regulatory body is ever contacted. 
However, one of the requirements of the 
RTA is that where a company is subject to 
commission regulation, prior approval of 
the loan must be secured from the commis- 
sion before the loan is granted. 

When the commission starts its study of 
the application we usually find that the new 
owner has purchased the stock of the com- 
pany at the book value. We also find that the 
engineers, who have been employed by the 
new owner and who are completely familiar 
with RTA requirements, have recommended 
practically 100 per cent replacement of the 
old plant. What actually has happened is 
that the new owner purchased only the serv- 
ice territory from the former owner and 
plans to install a completely new modern dial 
plant to handle the wants of this small com- 
munity. Our commission has been presented 
with prospectus for our approval where the 
required new financing figured as high as 
$750 per station for new plant. Compare 
this with the Bell or the General Telephone 
system costs in Illinois, which are approxi- 
mately $400 per station, and you readily can 
foresee the future. 


NCE the commission has given its ap- 
O proval to the loan, then it becomes our 
legal duty to give to that company rates that 
will produce a reasonable rate of return on 
the invested capital. Now is when Johnny Q. 
Public in the small community first realizes 
that he did not subscribe for a Ford or Chev- 
rolet but has inherited a nice new Cadillac. 
Little did the average resident realize that 
his rates for service would have to be more 
than doubled. 

One in the regulatory field must not place 
all the blame for this situation on the RTA. 
After all that organization is set up by the 
Congress and is loaning your money and 
mine to these several companies, It is their 
job to make these loans so they are collecti- 
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ble and have long-term collateral to back up 
the long-term refunding. I do think that in 
many instances the requirements for new 
plant are exaggerated beyond the need. I am 
also convinced that many enterprising peo- 
ple are using the authority for personal gain 
rather than entirely for the public good. All 
too frequently the engineering costs and le- 
gal fees are far out of proportion to the 
work done. 

We must not be too critical of companies 
like Illinois Bell or General Telephone when 
they hesitate to go into these smaller terri- 
tories. The managements of these companies 
are thoroughly aware of what has to be done 
to rehabilitate these small plants. They are 
also aware that they too must earn a rate of 
return upon the new plant in order to justify 
the investment. 

I do believe, however, that these larger 
companies are likely to acquire the old com- 
pany at a cost more commensurate with its 
worth than the person who is anxious to get 
into the business for personal gain. Also, the 
larger companies are apt to replace less of 
the existing plant in modernization programs 
than is required under the RTA regulations. 
For these reasons and others, commissions 
should look with favor upon the class “A” 
companies acquiring the smaller ones. 


N the final analysis, we cannot be too crit- 
ical of the people living in these smaller 
communities for wanting modern telephone 
service. Actually, homes in our rural commu- 
nities today are for the most part as modern 
as those found in our large urban centers. 
The rural resident knows what he wants. He 
will have to be taught that the service costs 
more and why. 

We, on the Illinois commission, have taken 
steps to prevent future trouble in regard to 
these matters. We have notified all “B” and 
“C” companies by letter to the effect that fu- 
ture modernization programs and RTA f7- 
nancing must be first discussed with our 
chief engineer before publicizing the plans 
locally. It is our intention to evaluate to the 
extent possible the amount of financing that 
will be required and what the approximate 
future rates will be in order to give the nec- 
essary return. We then intend to canvass by 
post card, return card requested, so that the 
subscribers affected will know in advance 
the entire picture. The commission can then 
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better determine the demand for such service 
in advance. It is not our intention nor desire 
to stultify modernization programs. We just 
think that it makes for a healthier service 
climate if all parties are completely informed. 


s I have heretofore mentioned, there are 
A about a hundred telephone companies 
in Illinois under the regulation of our com- 
mission. One of our current objectives is to 
get as much consistency as we can in the var- 
ious rates charged by all of those different 
companies, considering at the same time 
their varying revenue requirements. Those 
of you who have had experience in the tele- 
phone business will recognize at once that 
that is much easier said than done. Never- 
theless, our commission is working on it. 

As you know, the generally accepted prin- 
ciples for telephone rate making call for 
classifying exchanges into groups on the 
basis of the number of telephones which can 
be called without payment of any toll charge. 
Ordinarily, the smallest exchanges have the 
lowest monthly rates and the largest ex- 
changes the highest. Although this is the sys- 
tem generally followed in Illinois, there are 
numerous differences in the monthly rates 
in similar cities. 


NE of the simplest forms of difference 
O is illustrated by the rates for local area 
service in two Chicago suburbs, Wilmette 
and Arlington Heights, Illinois. Each of 
these rates provides access to about the same 
number of telephones (local area service in 
Wilmette covers Wilmette and Winnetka 
for 15,134 stations ; local area service in Ar- 
lington Heights covers Arlington Heights 
and Wheeling for 19,476 stations; in each 
case metropolitan subscribers get more sta- 
tions and pay more). Both exchanges are 
operated by the same telephone company 
(Illinois Bell). But in the smaller exchange 
(Wilmette) the one-party local area service 
business rate is now $10.50 and in the other 
it is $8.25. Smaller differences exist in the 
residential rates in the two cities. Years ago, 
these differences were entirely reasonable. 
The Wilmette exchange was then consider- 
ably larger than Arlington Heights. Both ex- 
changes have been growing, but in the last 
few years Arlington Heights has grown 
much faster. Now it has grown out of its 
original rate group altogether. 
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Similarly, the Chicago Heights exchange 
includes the fast-growing subdivision of 
Park Forest, discussed at length in The Or- 
ganization Man. Its local area service rates 
are at the same level as those for Glencoe, 
Illinois, even though it now includes over 
twice as many stations (22,108 and 9,433). 
Both exchanges are served by Illinois Bell, 
but the growth in Glencoe has not been near- 
ly as fast as in Chicago Heights. 


N Illinois, at least, we have not yet heard 

any great public objection to these illogi- 
cal differences. We do hear some, however, 
which I shall mention more specifically a 
little later. For any one subscriber the 
amounts involved are small and there is noth- 
ing to call the matter to general public atten- 
tion. Nevertheless, the time will probably 
come when these rates will need to be more 
consistent with those charged for the same 
service in the other cities served by the same 
company. Some commissions have dealt with 
this problem by providing for an automatic 
adjustment of rates whenever an exchange 
moves from one rate group into another by 
a specified margin, such as 5 per cent, and 
for a specific period of time, such as six 
months, 

Differences between the rates for different 
companies are sometimes only historical and, 
again, sometimes they are necessary. Differ- 
ent revenue requirements for different com- 
panies often produce differences in their 
rates. For example, one company may have 
to have a monthly rate of at least $5 for each 
residence telephone in order to have enough 
income to stay in business. Another company 
which operates under generally similar cir- 
cumstances may have just enough differ- 
ences in its type of territory, expenses, and 
plant values to permit an average rate of 
only $4. 


ENERALLY speaking, in our state the 
Bell companies have lower rural rates 

than other companies. For example, the Bell 
rate for rural residence service from its 
Wauconda exchange is $3.15 per month, 
while the Middle States Telephone Compa- 
ny’s rate for the same service from Pekin is 
$4. The number of stations which can be 
called without a toll charge in those two 
cases is virtually the same (9,500 for Wau- 
conda and 10,000 for Pekin). On the other 
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hand, the one-party business rate in Wau- 
conda is $9.50, while in the Pekin exchange 
that charge is only $9.25. 

The most important practical reason for 
the rural rate difference is that less than two 
per cent of all Illinois Bell telephones are 
rural service, and it need not rely on those 
rates for revenue to the extent that many 
other companies in the state must do. Many 
smaller telephone companies have a much 
higher percentage of rural customers. To 
take an extreme example, the annual report 
of the Cornell Telephone Company for 1956 
showed that 300 out of its 358 telephones 
were rural main-line stations. 


. yomerped the differences are much great- 
er and one company’s rates are lower for 
all classes of service. The Bell rates for ex- 
changes like Cairo, Naperville, and Lake 
Forest (local area service or nonmetropoli- 
tan rates in the case of Lake Forest) are 
$8.25 for a one-party business line, $4.15 for 
a one-party residence, and $2.90 for a rural 
residence line. The General Telephone ex- 
changes at Belvidere and Macomb are about 
the same size (Cairo 4,088, Naperville 4,357, 
Lake Forest nonmetropolitan 4,539, Belvi- 
dere 4,600, Macomb 4,094), but their corre- 
sponding net rates are $10.75, $5.75, and 
$3.95. Illinois Consolidated charges $7.75, 
$4.50, and $3.10 at its Charleston exchange, 
which is about the same size (4,200 stations), 
or 50 cents below Bell on one-party business 
and 35 cents higher on one-party residence. 

These differences between the Bell com- 
panies and the independents are sometimes 
due to the fact that the Bell companies have 
service offerings producing revenue and ex- 
pense which are not present to the same ex- 
tent in the independent picture. They serve 
more large cities and more business firms 
and they have a greater development of toll 
and special equipment service. These sources 
tequire much greater investment and ex- 
pense because of the nature of their use and 
the value of the service, and thus they pro- 
vide an entirely different kind of base for 
the distribution of the charges. At the same 
time some of the Bell exchanges with rural 
subscribers are predominantly metropolitan 
in character, so that those rural stations are 
more concentrated and more productive of 
revenue than they are for many other IIli- 
nois telephone companies. 
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NOTHER type of rate difference which is 
A sometimes misunderstood is the differ- 
ence between the interstate toll schedules 
fixed by the FCC and the intrastate sched- 
ules fixed by the various state commissions, 
Obviously, the distance of the average inter- 
state call exceeds the distance of an average 
intrastate call. This longer haul results in a 
lower average cost per mile and a schedule 
of charges which is generally lower than the 
various intrastate schedules. However, if a 
state commission should reduce the toll rates 
within the state to the FCC schedule, it must 
in the long run raise the monthly rates for 
local service by a corresponding amount 
above what they would otherwise be. For 
many years, the toll rates for messages with- 
in Illinois have been virtually uniform for 
all of the companies in the state, being those 
approved by us for Illinois Bell. That gives 
us uniformity within the state, at least. 

So far as I know no one has yet devised 
a satisfactory way of determining the exact 
cost of furnishing any particular class of 
telephone service. An eight-party line in the 
country may require much more investment 
and expense than a two-party line in the city. 
But where they are all served by the same 
central office and the same repair forces, 
there is no way of knowing what the exact 
differences may be. 

Of course, we do not want to raise all of 
these different rates to the highest existing 
level nor do we want to reduce all of them to 
the lowest level unless we can find some very 
good reason for doing one of those things. 
Under Illinois law we must permit each com- 
pany to earn a fair return on the fair value 
of its property. Within that basic frame- 
work we are still trying to obtain greater 
consistency in telephone rates. 

To say that the commission is not aware 
of the rate disparities between the dif- 
ferent companies is not factual. We are also 
aware of the law of the state of Illinois that 
requires us to give each company a fair rate 
of return on its investment. I cannot believe 
the companies like the rate disparities any 
more than the commission does. The large 
electric utilities in our state have been doing 
considerable toward eradicating purely his- 
torical rate differentials. We hope the tele- 
phone companies, working with the commis- 
sion, may also accomplish much in this re- 
gard, 
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I have said that we do hear complaints at 
various times—about rate differentials. Yes, 
we do hear complaints from attorneys repre- 
senting various municipalities at rate case 
hearings. 

Here I would like to make an obser- 
vation about standards of practice that I 
think an attorney should follow when ap- 
pearing before a commission in a rate pro- 
ceeding. Not that anyone here needs this 
comment, but I am told that these papers 
are widely circulated throughout the Amer- 
ican Bar. 


E must assume that an attorney who 

has entered his appearance in a matter 
pending before a commission is thoroughly 
acquainted not only with the subject matter 
of the case, but also with the law governing 
the proceeding. I personally feel that an at- 
torney should always keep in mind the po- 
sition in which he places a commission when 
he insists on “grandstanding” before his cli- 
ents and the press and deliberately resorts to 
methods and arguments that he knows, or 
should know, are not recognized law or rec- 
ognized procedure before the commission. 
For instance, in a recent water rate case in 
Illinois the attorney representing the differ- 
ent cities involved apparently could find no 
better defense to the company’s request than 
to engage in a comparative rate analysis of 
the other operating water companies in IIli- 
nois. To be sure, the company in this case 
was asking for much higher rates than any 
other water company in the entire state en- 
joyed. Much was made of this point and left 
the commission in the position where it had 
to sharply reprimand him for his tactics. A 
few months later he appeared before the 
commission representing a telephone utility 
and had to acknowledge publicly that he cer- 
tainly did not approve of rate comparisons 
between different utilities. 

One must remember that a commission 
forms its judgment of the attorneys practic- 
ing before it by their conduct in the cases. 
The presentation and argument before a 
commission should be factual, sincere in pur- 
pose, and certainly in accordance with the 
law. 


‘?- commission is about to be faced with 
a somewhat different problem in the 
fixing of new rates for service in Champaign, 
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Illinois, and the surrounding exchanges. 
Champaign and Urbana are served by IIli- 
nois Bell and have almost 24,000 telephones 
which now call each other without any toll 
charge. They are surrounded by 14 other ex- 
changes, one of which has about 2,500 sta- 
tions (Rantoul), while the others range 
from about 650 (Fisher) down to about 125 
(Royal). At the present time, all calls be- 
tween these small exchanges and Champaign 
or Urbana are toll calls, costing either 10 or 
15 cents for the first five minutes. Many of 
the residents of these small exchanges work 
or do much of their business in Champaign 
and Urbana, and petitions have been pre- 
sented asking for extended area service (No. 
44826 for Bondville and No. 44046 for 
Thomasboro ; extended area service has been 
ordered between Thomasboro and Cham- 
paign-Urbana). 

There is a strong community of interest 
among these exchanges, and toll-free serv- 
ice among them will probably be of real ben- 
efit to this area. The telephone companies 
are now working on a plan under which 
there would be no toll charges on calls in 
either direction between Champaign or Ur- 
bana and the smaller exchanges. Each small 
exchange would also be able to call some of 
its small neighbors without a toll. 


F this proposal were approved by the com- 
mission this would be a fairly simple rate 
issue, provided that all of the exchanges 
were operated by the same company. How- 
ever, this case involves three other compa- 
nies in addition to Illinois Bell, two of them 
local to the Champaign area and the third 
being the General Telephone Company of II- 
linois. (The others are Champaign County 
Telephone Company and Eastern Illinois 
Telephone Company.) In virtually every 
case the existing rates in the small exchanges 
are somewhat lower than the present rates 
for Champaign and Urbana. (Existing resi- 
dence rates are higher in most cases than the 
present rates in the one smaller exchange 
which is operated by Illinois Bell; existing 
business rates are mostly lower.) Under re- 
cent decisions of our commission the addi- 
tion of these 14 small exchanges to the 
Champaign calling area would bring it into 
the next rate group and authorize increases 
in the Champaign rates. If all the surround- 
ing exchanges were operated by one compa- 
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ny, they would normally take the same new 
rates as Champaign. 

However, it is possible that such an in- 
crease would not provide enough revenue to 
the independent companies to equal their 
loss of toll revenue and the increased invest- 
ment in their plant required to handle the 
much greater volume of business that will 
result from extended area service. In that 
event, it may be necessary to fix their month- 
ly rates somewhat above the Illinois Bell 
rates in the same area in order to cover their 
revenue requirements. We are working on 
this “guinea pig” in sincere hope that we will 
be able to produce a model which we can, in 
the future, follow where more than one com- 
pany is involved in an extended area zone. 


ow permit me to discuss briefly my 
thoughts about the use of metered tel- 
ephone rates. The telephone companies in 
Illinois, other than in Chicago, have flat 
monthly rates which allow unlimited calls in 
the area of the exchange for such flat rates. 
I understand this is general throughout the 
country in the telephone industry. 

Serious thought, in my mind, should be 
given to changing such flat-rate system into 
a unit rate. Many years ago, all utility serv- 
ices such as water, gas, and electricity were 
on a flat-rate basis. However, the other utili- 
ties recognized at an early date that the serv- 
ice should be upon a metered basis so that 
each customer paid for the amount used. Of 
course, in all cases, there is a minimum 
charge which entitles the customer to a cer- 
tain amount of service. 

In the telephone situation, it has been said 
that the expenses of metering service would 
be too costly and that the rates would be 
much larger than continuing the flat-rate 
type of schedule. However, I think that line 
of thought and argument was advanced at 
the time when most calls were handled by 
operators and before dialization. I know 
that in Chicago, the Illinois Bell meters all 
calls and bills them on a unit basis, and even 
in the outlying sections where the flat rate is 
in effect, metropolitan calls (those calls 
which are outside of the flat-rate territory) 
are metered and the customer billed on a unit 
basis. 


HE telephone industry is continually 
urging the public to make greater use 


NOVEMBER 6, 1958 


of their telephone, and rightly so. However, 
when telephone rates are on a flat-rate basis, 
the company is required to be continually 
asking the regulatory agency for an increase 
in rates. 

As the use of the telephone increases, 
particularly between contiguous areas where 
the company puts in extended service, 
the company is continually required to 
put in new plants tohandle the increased 
use of the telephone which it is encouraging, 
and, therefore, must come to the commission 
to increase the flat rates it is charging. When 
cases are presented with a flat-rate structure, 
the amount of money that is specified usual- 
ly runs into large figures, and, particularly, 
when a company such as Illinois Bell Tele- 
phone comes in for a statewide increase. At 
such a time, the newspapers come out with 
headlines that the telephone company is seek- 
ing a $20 million increase. 

It is my understanding that on the basis 
of today’s use of the telephone, at least in 
and around the northern part of Illinois 
using the Illinois Bell Telephone Company 
as an example, a unit charge of 34 to 4 cents 
per call (the Chicago units alone are billed 
at 43 to 44 cents per unit) would provide 
the company with as much revenue as it 
is presently receiving. To me, if all tele- 
phone service was upon such a metered unit 
basis, a rate increase might receive less pub- 
licity by the company saying it is going to 
increase rates by raising the unit charge 
two-tenths or three-tenths of a cent. 


7” it could possibly be that by going to 
a unit basis, and you might start the 
basis out on 44 cents a unit, the telephone 
company might be able to decrease the unit 
rate if it continues to develop greater use of 
the telephone. For instance, in our area, 
which is served by Commonwealth Edison, 
the company has made effective use of the 
“Little Bill” slogan that “electricity costs 
less today than it did twenty-five years ago.” 
However, the average householder’s bill is 
considerably greater than what it was twen- 
ty-five years ago, but only because of the 
greater use of electricity since the per kilo- 
watt-hour charge is less. 

I realize that metered telephone rates are 
practically unheard of and may, when thor- 
oughly analyzed, be impracticable or too 
costly. However, the mere fact that they are 
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used in some place, Chicago, New York, and, 
I believe, Philadelphia, indicates that me- 
tered rates for telephone service are not 
completely without merit. Certainly, metered 
rates is a more equitable method of paying 
for service. You gentlemen being lawyers, 
the idea of metered rates may be provocative 


enough to provide some interesting discus- 
sions in your committee meetings. 

In conclusion I wish to thank you for your 
kind indulgence. May what I have said be 
received in the spirit of the sender: I mean 
it in the constructive sense and not as a crit- 
icism of the industry. 





The Role of the Electric Utility Industry 
In the Nuclear Power Field 


By HERBERT B. COHN* 


: may be helpful at the outset to define the 
scope of the electric utilities’ interest in 
nuclear power and the reasons for such in- 
terest. By and large, such interest is confined 
to the use of nuclear power to generate elec- 
tric energy. Such use of nuclear power is 
important for two principal reasons: first, 
in providing an important new source of en- 
ergy and, second, in providing a possible 
means of achieving the more economical 
generation of electric power. 

Our major sources of energy are now 
falling water, gas, oil, and coal. New sources 
of economical hydro power are limited and, 
at least relatively, appear to be in a declining 
trend. Gas and oil resources are also limited 
and there are growing pressures to devote 
remaining reserves to higher uses. It is true 
that our coal reserves, even on the most 
pessimistic evaluation, appear to be adequate 
to supply the requirements of this country 
for at least several hundred years into the 
future. But it is also true that projections of 
our needs for coal in the generation of elec- 
tric power twenty years from now indicate 
a requirement equivalent to something like 
300 per cent of the 160 million tons of coal 
used in generating power in the United 
States in 1957.1 


he if we assume that there would be no 
obstacle to providing the necessary ton- 
nage, the further question remains as to its 
cost. Despite the job which is being done in 
the United States in mechanization and in- 
creasing production per man day of coal, it 
seems reasonably clear that the long-term 


*Vice president and chief counsel, American 
Electric Power Service Corporation, New York, 
New York. 


upward trend in the price of coal will con- 
tinue and, indeed, that it is more likely to be 
accelerated. Further, the cost of coal must 
necessarily also include the cost of its deliv- 
ery to the point of use; and there can be 
little question but that such transportation 
costs will also continue to rise. The cost of 
delivered fuel is an important element in the 
cost of generating electric power, ranging 
anywhere from 14 per cent to 50 per cent of 
such cost. 

The addition of an entirely new and large- 
ly freightless fuel is, therefore, of great im- 
portance to the utility industry, not only in 
adding to our fuel resources, but also in its 
potential for exerting a competitive restraint 
on the delivered cost of alternative fuels. 


HE second principal reason for the im- 

portance of nuclear power to the elec- 
tric utility industry is that it represents a 
possible technological advance in the direc- 
tion of achieving more economical genera- 
tion of electric power. There is nothing new 
in this interest of the utility industry in 
technological advances. Over the seventy- 
five years of its existence, the utility indus- 
try—in collaboration with the manufactur- 
ers of equipment, the producers of fuel, and 
research institutions — has actively partici- 
pated in the research and development lead- 
ing to advances in the art of generating, 
transmitting, and distributing electric power. 
Perhaps the most dramatic advances have 
been made in the field of thermogeneration 
in utilizing higher temperatures, higher 
pressures, and larger units. In 1907 it took 
the equivalent of e4 pounds of coal, on the 
average, to generate a kilowatt-hour of elec- 
tricity. In 1957 the average was 0.93 pounds, 
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and in the most efficient plants less than 
three-fourths of a pound was required. And 
equally important advances have been made 
in the transmission and distribution of elec- 
tric power. The difference between what is 
happening in the nuclear field and what has 
been happening in conventional generation 
over the past seventy-five years is, therefore, 
not one of kind ; it is one of degree in the rel- 
ative participations of the utility industry, 
the manufacturers, and the government.® 


72. part which the utility industry has 
played to date in the nuclear power field 
can be reviewed most conveniently by refer- 
ence, first, to the period before adoption of 
the Atomic Energy Act of 1954 and, second, 
to the period following. 

1. The original Atomic Energy Act en- 
acted in 1946, with minor exceptions, made 
it unlawful for any private person to pro- 
duce or own fissionable material or to own 
any facilities for its production. The prohi- 
bitions of the 1946 act operated—and were 
intended to operate—to create the most rigid 
form of government monopoly and to ex- 
clude private participation except for limited 
research and as agents of the government.® 

In the period prior to 1954 the utility in- 
dustry’s participation was, of necessity, 
therefore restricted primarily to advising 
the commission and carrying out limited 
studies and research.* Despite such limita- 
tions, the utilities joined with manufacturers 
and engineering firms in a number of differ- 
ent groups which carried on studies to deter- 
mine the engineering feasibility of design- 
ing, constructing, and operating dual-pur- 
pose reactors to produce fissionable mate- 
rials and power; to examine the economic 
and technical aspects of building such reac- 
tors; to determine the possible research and 
development needed; and to recommend in- 
dustry’s role in designing, building, and op- 
erating such reactors.5 


HE interesting thing to note, in this pe- 

riod, is that, although the opportunities 
for, and the scope of, utility participation 
were extremely limited, some 35 utility com- 
panies took an active part in the nuclear 
power program. And it is clear that several 
of the major projects which have since been 
completed or are now under way had their 
origin in the work begun in this period. 
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Moreover, the research and development 
work done by the various groups in this pe- 
riod, and their reports and recommenda- 
tions, gave added impetus to the considera- 
tion of amendments to the 1946 act which 
would permit expanded participation. In- 
deed, some of the proposals for future par- 
ticipation—such as those for private con- 
struction of a dual-purpose reactor—could 
be carried out only with legislative re- 
visions.® 

2. The Atomic Energy Act of 1954 be- 
came law on August 30, 1954. A major ob- 
jective of the 1954 act was to encourage 
broadened participation in the development 
of peacetime uses of atomic energy. 

The 1954 act for the first time authorized 
private ownership and operation of facilities 
for the production or utilization of atomic 
energy under licenses to be issued by the 
Atomic Energy Commission. Individuals and 
companies are also permitted to lease and use 
nuclear materials; but the title to all such 
materials remains in the United States. The 
act also seeks to further the general objective 
of promoting industry participation by pro- 
visions designed to encourage research and 
development by private enterprise.” 


URING the four years since the enact- 
ment of the 1954 act, it is fair to con- 
clude—by almost any objective standard— 
that the utility industry has made a substan- 
tial and important contribution to the devel- 
opment of nuclear power. 

Some 123 electric utility companies are 
participating in a substantial way in either 
the operation, construction, or planning of a 
nuclear power plant or as part of a group 
spending substantial sums on research and 
development in the nuclear power field. In 
addition, a municipal power system, a public 
power district, and two rural electric co-op- 
eratives are actively participating in projects 
which will bring into being four additional 
nuclear power plants. 

The utility industry, as a whole, is partici- 
pating in the construction, operation, or 
active planning of 16 nuclear power plants, 
which will have an aggregate electrical ca- 
pacity of about 1.2 million kilowatts, As 
shown in Table I (page 809), three of these 
plants are now in operation. Table II (page 
810) lists the four plants which are now un- 
der construction and Table III (page 811) 
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lists nine plants under contract or in the 
active planning stage. 


TILITY companies and government- 
U owned utilities are also participating 
in 12 different groups which are actively en- 
gaged in study and research in the field of 
nuclear power and which are making con- 
tinuing expenditures of substantial sums of 
money.® 

The utility industry has thus already spent 
more than $100 million and committed it- 
self to aggregate expenditures of well over 
$500 million on nuclear plants and programs 
now under way. Many of these projects are 
being carried out with government assistance 
involving commitments of an additional $270 
million. The plants and programs cover a 
spectrum of reactor concepts which includes 
pressurized water, boiling water sodium 
cooled-graphite moderated, fast breeder, or- 
ganic cooled and moderated, sodium cooled- 
heavy water moderated, heavy water moder- 
ated and cooled, gas cooled-heavy water mod- 
erated and aqueous homogeneous reactors, 
as well as research and development on other 
concepts and in the field of fusion. When 
added to the very extensive program of 
civilian power reactor experiments, research 
and training reactors, testing reactors, pro- 
duction reactors, and military power reactors 
of the government, it is understandable that 
the so-called three wise men of Euratom con- 
cluded that America has “the most complete 
nuclear foundation in the world.’”® 


variety of difficult problems—technological, 
financial, legal, and regulatory. It is beyond 
the scope of this paper to discuss these prob- 
lems in detail. But a brief reference to some 
of the more important may be helpful in giv- 
ing some indication of the difficulties which 
have necessarily influenced the manner and 
scope of the industry’s participation. 


TECHNOLOGY; SECURITY AND IN- 

e FORMATION. There are, of course, simi- 
larities between the generation of electric 
power from nuclear fuel and conventional 
generation. Most of these similarities relate 
to the conversion of heat into electric power. 
But the production of heat through nuclear 
fission involves a wholly new technology 
which covers the spectrum of physics, chem- 
istry, metallurgy, and many other fields. By 
way of illustration, an entirely new problem 
must be faced in finding materials capable of 
(1) withstanding the high temperatures 
needed for the modern thermal system of 
power generation, (2) satisfying the other 
requisites for safe and effective nuclear fis- 
sion, and (3) meeting both of these require- 
ments while, at the same time, being sub- 
jected to neutron and other radiation bom- 
bardment. 

The solution of such technological prob- 
lems has been complicated by security re- 
quirements and the difficulties encountered 
in obtaining information. The 1954 act ad- 
vanced considerably beyond the 1946 act to 
give the commission greater leeway in au- 
thorizing broader dissemination of informa- 
tion to encourage scientific and industrial 


- entering the nuclear power field, the elec- 
tric utility industry has had to face a 


e 


progress and enlarge the fund of technical 


TABLE I 
Plants in Operation 


. se =e Sy ww SS OD 


Estimated 
Owner of Utility 
Investment 
$23,300,000 


Reactor Plant and Electrical 
Participating Type of Capacity . 
Companies Reactor (Kw) Reactor Location 
Shippingport Pressurized 60,000 AEC Shippingport, 
(AEC- Duquesne Water Pa, 
Light Co.) ; 
Vallecitos Boiling Water 5,000 General Vallecitos, Cal. 570,000 
(General Elec- Electric 
tric-Pacific Gas 
& Electric Co.) 
Santa Susana 
(AEC-North 
American Avia- 
tion-Southern 
California Edi- 
son Co.) 


we 


Sodium Cooled- AEC Santa Susana, 1,500,000 
Graphite Cal. 
Moderated 
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information (§ 141). Under the guidance of 
the 1954 act, considerable progress has been 
made in declassification of information in the 
nuclear power field and in enabling freer 
access to information relating to technical de- 
velopments. 


FINANCIAL. Expenditures for nuclear 

e power which is competitive with power 
generated in conventional plants will not pre- 
sent problems which are much different from 
those which the industry has had to face in 
the past. But the extent to which the utility 
industry is justified in making expenditures 
on research and development for the purpose 
of reaching the point of competitive power 
presents a much more difficult question. It 
seems clear that the industry is justified in 


e 


making—and, indeed, that it ought to make 
—reasonable expenditures for this purpose. 
But there are limits to what the industry can 
justify and what it can afford. And in this 
period participation in the nuclear power field 
is very expensive. 

For these reasons, efforts have been made 
to get the most out of each dollar of research 
and development by the use of group proj- 
ects, by working out co-operative arrange- 
ments with the Atomic Energy Commission, 
or by using both of these approaches.’ This 
has helped to alleviate the financial problem, 
but it has also brought with it a host of other 
problems. 


LiaBitity. The liability problem arises 
e out of the fact that it is theoretically 


TABLE II 


Plants under Construction 


Electrical 
Capacity 
(Kw) 
180,000 


Reactor Plant and 
Participating 
Companies 

Dresden 
(Commonwealth 
Edison Co.-Nu- 
clear Power 
Group, Inc., con- 
sisting of seven 
utilities and one 
engineering-con- 
struction com- 
pany) 

Indian Point 
(Consolidated 
Edison Co.) 

Yankee 
(Yankee Atomic 
Electric Co. con- 
sisting of 11 
utilitics) 

Enrico Fermi 
(Power Reactor 
Development Co. 
consisting of 17 
utilities and 
seven consulting 
firms and manu- 
facturers — De- 
troit Edison Co.- 
Atomic Power 
Development 
Associates con- 
sisting of 32 
utilities and 11 
consulting firms 
and manufac- 
turers) 


Type of 

Reactor 
Dual Cycle 
Boiling 
Water 


Pressurized 
Water 


Pressurized 
Water 


Fast 
Breeder 


Owner of 
Reactor 


Commonwealth Joliet, Ill. 
Edison Co. 


Consolidated 
Edison Co. iN; X. 


PRDC 


Estimated 
Date of 
Operation 


1960 


Estimated 
Utility 
Investment 


$51,400,000 


Location 


Indian Point, 


Yankee Atomic Rowe, Mass. 
Electric Co. 


Monroe, Mich. 


*Includes 112,000 kilowatts by oil-fired superheater. 
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degree of probability that such a catastrophe 
might, in fact, occur. It is understandable, 
therefore, that many of those in the atomic 
been offered to date. There is not now enough industry were reluctant to go forward with 
experience to indicate with any precision the undertakings which might involve enormous 


7 
TABLE III 


Plants under Contract or in Active Planning Stage 


Electrical 
Capacity Owner of 
(Kw) Reactor 


22,000* AEC 


possible for a nuclear reactor failure to re- 
sult in an accident involving damages greatly 
exceeding any insurance coverage which has 


Estimated 
Date of 
Operation 


1960 


Estimated 
Utility 
Investment 


$2,500,000 


Reactor Plant and 
Participating 
Companies 

Elk River 


Type of 
Reactor 
Closed Cycle 


Location 


(Rural Co-op 
Power Asso- 
ciation) 
Piqua 
(City of Piqua, 
Ohio) 
Consumers Public 
Power 
(Consumers 
Public Power 
District) 
Chugach 
(Chugach 
Electric 
Ass’n) 


Pathfinder 
(Northern States 
Power Co.- 
Central Utilities 
Atomic Power 
Associates con- 
sisting of 11 
utilities ) 

Carolinas- Virginia 
(Carolinas- 
Virginia Nuclear 
Power Asso- 
ciates consisting 
of four utilities) 

Humboldt 
(Pacific Gas & 
Electric Co.) 

FWCNG-ECNG 
(Florida West 
Coast Nuclear 
Group consisting 
of two utilities— 
Fast Central 
Nuclear Group 
consisting of 14 
utilities) 

Pennsylvania 

Advanced Reactor 
(Pennsvlvania 
Power & Light 
Co.-Baltimore 
Gas & Electric- 
Westinghouse) 


Boiling 
Water 


Organic 
Cooled and 
Moderated 
Sodium 
Cooled- 
Graphite 
Moderated 


Sodium 
Cooled, 
Heavy 
Water 
Moderated 
Controlled 
Recircula- 
tion, Boil- 
ing Water 


Heavy 
Water 
Moderated 
and Cooled 


Advanced 
Boiling 
Water 

Gas Cooled, 
Heavy 
Water 
Moderated 


Aqueous 
Homo- 
geneous 


12,500 


75,000 


AEC 


AEC 


Northern States 
Power 
0. 


Carolinas- 
Virginia 


Pacific Gas & 
Electric Co. 


Florida West 
Coast Nuclear 
Group 


Pennsylvania 
Power & Light 
Co. 


Elk River, 
Minn. 


Piqua, Ohio 


Hallam, Neb. 


Anchorage, 
Alaska 


Sioux Falls, 
S. Dak. 


Parr Shoals, 
S:: Gar: 


Eureka, Cal. 


Florida West 
Coast 


Central 
Eastern 
Pennsylvania 


*Includes approximately 4,500 kilowatts by oil-fired superhcater. 
**Includes approximately 13,000 kilowatts by oil-fired superheater. mn . ; 
***Depending on whether AEC exercises option to require increase in initially estimated R&D expenditures. 
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4,000,000 1961 


16,200,000 1961-62 


21,100,000 


20,000,000 


34,900,000- 
38,400,000*** 


62,500,000 


NOVEMBER 6, 1958 





PUBLIC UTILITIES FORTNIGHTLY 


potential liabilities until an adequate solution 
was reached to provide protection against 
such liabilities. 

This problem has been solved in major 
part by enactment in 1957 of legislation pro- 
viding for government indemnification up to 
$500 million in excess of such amount of 
protection as AEC finds to be reasonably 
available in the form of commercial insur- 
ance or otherwise and limiting liability to the 
aggregate of the protection otherwise re- 
quired by AEC and the government indemni- 
fication.” 

The indemnification legislation eliminates 
what may well have been an insuperable 
obstacle. There are still, however, some as- 
pects of the liability question which need to 
be faced. The most important of these is the 
question of liability in the international 
atomic field, but this is, of course, a problem 
primarily for manufacturers of reactors and 
components.!8 


N the domestic field the most important 
I remaining questions have to do with 
whether the insurance policies available are 
adequate to provide full coverage and with 
the economic burden which will be imposed 
by premiums proposed to be charged for such 
insurance.!* While AEC, under the indemni- 
fication legislation, will have to make a de- 
termination as to what financial protection, 
including insurance, is reasonably available, 
there would seem to be a range in the con- 
cept of reasonable availability within which 
these questions will still remain. 


AEC REGULATION—GOVERNMENT AS- 

e SISTANCE. The construction and opera- 
tion of a nuclear power plant will generally 
require application for, and issuance by AEC 
of, a construction permit (§ 185), a license 
covering the possession and availability of 
the necessary nuclear fuel (§ 53), a license 
for the reactor (§§ 103, 104), licenses for 
any operators who manipulate its controls 
107), clearances with respect to safety 
standards (cf., §§ 29, 182b) ; arrangements 
with the commission for the supply of nuclear 
fuel (see § 53), the reprocessing of spent 
fuel (§ 161m), the purchase by the commis- 
sion of any excess special nuclear material 
produced in the reactor (§§ 52, 56) ; and the 
consent of the commission to placing a 
mortgage on the reactor (§ 184). All licenses 
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are subject to modification, suspension, or 
outright revocation (§§ 186, 187). 

And, if the particular project involves a 
request for government assistance, the pro- 
poser will, in addition, first have to negotiate 
an arrangement with AEC (which generally 
must conform with the rather rigid specifica- 
tions which AEC has prescribed under its 
Power Demonstration Reactor Program) 
and then follow such arrangement through 
hearings before the congressional Joint Com- 
mittee on Atomic Energy, possibly legisla- 
tion to authorize the necessary government 
funds,’® and appropriations legislation. Dur- 
ing this period and thereafter, the proposer 
is also likely to be dealing extensively with 
the Comptroller General and the General Ac- 
counting Office.!® And, on occasion, problems 
may be raised by third parties.” 

All of this is, of course, expensive, time- 
consuming, and sometimes frustrating ; and 
much of it involves substantial risks that prior 
effort and expense will come to naught. 


Taxes. The number of dollars which a 

e tax-paying utility spends for research 
and development will reduce the utility’s 
profit after taxes by only 48 per cent of the 
expenditure if such expenditure is ruled to 
be an expense for federal income tax pur- 
poses. The tax treatment of expenditures for 
research and development, therefore, has a 
direct effect on the amounts which a tax- 
paying utility can afford to spend for such 
purpose, 

The Internal Revenue Code expressly pro- 
vides that expenditures for research and de- 
velopment are properly to be regarded as de- 
ductible expenses. In the usual case there is 
a fairly clear line of demarcation between 
such expenditures and expenditures for capi- 
tal assets which must be capitalized. The 
problem is somewhat complicated in the nu- 
clear power field because, at this stage of de- 
velopment, it would not do violence to the 
facts to regard practically every expenditure 
as being for research and development. The 
utilities have not gone this far but have, in- 
stead, asked for rulings to the effect that 
amounts clearly for research and develop- 
ment, and in excess of those required to pro- 
duce equivalent amounts of power through 
conventional means, be treated as research 
and development expenses. Rulings to this 
effect have been granted. 
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6 Pusitic Utitiry Hotpinc CoMPANY 
e Act. Where a group project involves 
the creation of a joint subsidiary which is to 
own the nuclear power plant, the question 
arises whether this makes the participants 
holding companies subject to regulation as 
such under the Public Utility Holding Com- 
pany Act of 1935. Companies which are not 
now in holding company systems are, under- 
standably, not anxious to subject themselves 
to the very extensive regulatory and report- 
ing requirements of the Holding Company 
Act. 

The Securities and Exchange Commission 
has been willing to act administratively to 
provide in its Rule 7 that a company which 
(1) merely owns or operates the reactor por- 
tion of a nuclear power plant, (2) is or- 
ganized not for profit, and (3) is engaged 
primarily in research and development ac- 
tivities, shall not be deemed to be a “utility 
company,” so that mere ownership of its 
securities would not make the owner a hold- 
ing company. And in response to a specific 
application by PRDC, which would own the 
reactor portion of the PRDC-Detroit Edison 
project and sell steam to Detroit Edison and 
plutonium to AEC, the SEC issued an order 
to the effect that PRDC would not be an 
“electric utility company” under § 2(a) (3) 
of the Holding Company Act.?® 

The action taken by SEC is not broad 
enough, however, to cover the situation in 
which the joint subsidiary owns or operates 
the entire nuclear power plant. Legislation 
has been introduced to exempt companies 
which combine to form a generating com- 
pany, the entire output of which is sold to 
the combining companies.®° 

It should be noted that the Yankee group 
has found it possible to go forward with its 
project even though the joint subsidiary 
which will own the reactor plant is a utility 
subsidiary under the Holding Company Act. 
And the Nuclear Power Group and other 
group projects have been able to work out 
organizational arrangements which do not 
bring the joint company or its members under 
the act and thus avoid the problem com- 
pletely. 


STaTE REGULATION. State regulatory 

e problems are, of course, raised with 
respect to the accounting and rate treatment 
of expenditures for nuclear development and, 


in some states, the problem has arisen before 
state commissions in connection with ap- 
proval of proposed financing and the obtain- 
ing of certificates of convenience and neces- 
sity. 

Research and development expenditures 
by utilities have been approved by eight com- 
missions; nine commissions have approved 
financing arrangements, whereby utilities 
guarantee certain portions of a $15 million 
loan made by PRDC in connection with its 
project; and the Massachusetts commission 
has approved arrangements for the acquisi- 
tion of securities of, and loans to, the Yankee 
project. 

All ten commissions which have dealt with 
the matter have authorized utilities to account 
for nuclear research and development ex- 
penditures by charges above the line to Ac- 
count 801, Miscellaneous General Expenses ; 
and the California commission has expressly 
approved such a charge as an operating ex- 
pense in a rate case, 

The Illinois and California commissions 
have issued certificates authorizing construc- 
tion of nuclear power plants.?! 

In a statement which seems to reflect the 
views of the state regulatory agencies gen- 
erally, the 1957 Report of the NARUC Com- 
mittee on Nuclear Energy in the Electric In- 
dustry observed: 


The feeling seems to be general that 
public utilities have a responsibility to par- 
ticipate in research and development work 
which is aimed at the eventual commercial 
use of nuclear materials for the generation 
of electricity; and the desire of electric 
utilities to participate in this work is com- 
mendable and in the public interest. 


‘ta questions are covered in greater 
detail, along with detailed consideration 
of state action taken in respect of health and 
safety problems arising out of nuclear power 
development, in this year’s report of the 
Standing Committee. Accounting problems 
are the subject of a separate paper by Mr. 
Fischer.” (See page 818.) 

A difficult and serious problem on the 
horizon is how to allocate the regulatory re- 
sponsibility over radiation hazards—ordinary 
and catastrophic—as among federal, state, 
and local agencies. The development of nu- 
clear fission has been in a context of national 
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defense which is, of course, a federal re- 
sponsibility. On the other hand, radiation 
hazards arising out of the peacetime use of 
nuclear fission are closely related to the areas 
of health and safety. These have traditionally 
been the responsibility of the states. 

Under the 1954 act, it seems clear that the 
federal government now has full authority 
in this field. It is less clear whether the act 
is to be regarded as pre-empting the field or 
permitting concurrent state and local regula- 
tion. The problem is still in the process of 
evolution. The proposals for its solution 
cover a broad range in the way in which re- 
sponsibility should ultimately be allocated. 

The solution to this problem is important 
to the utility industry which will have to live 
with the regulation prescribed and which 
must be concerned with the possibility not 
only of duplicate regulation but, what would 
be much worse, conflicting regulation. 


Wie I have had to say up to this point 
is mostly factual and, I think, largely 
noncontroversial. But discussion of the role 
of the electric utility industry in the nuclear 
power field is not complete without discus- 
sion of the role of the government. And— 
apart from the need for government regula- 
tion on which there is general agreement— 
this latter question is highly controversial. 

I think it would be conceded generally that 
the form and scope of government participa- 
tion should properly be related to the im- 
portance of nuclear power in the particular 
country. But the importance of producing 
electric power from nuclear fuel is not an ab- 
solute to be judged in a vacuum; it must be 
evaluated in the context of the needs and 
economic conditions of particular localities. 
A major factor in any such evaluation is the 
fuel supply and fuel cost otherwise avail- 
able. 

There is a vast difference between the fuel 
supply and costs of this country and those, 
for example, of Europe. Delivered coal is 
available in some areas in the United States 
at $4 a ton; in England it costs approximate- 
ly $20 a ton. There is a corresponding differ- 
ence in the importance of rapid development 
of nuclear power to supply the domestic 
needs of this country, on the one hand, and 
the needs of those countries in Europe which 
have a scarcity of fuels and must import 
them at high costs. 
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HERE now appears to be general agree- 

ment that acceleration of the nuclear 
power program through increased govern- 
ment participation is unnecessary to satisfy 
our own domestic needs. We certainly do not 
need nuclear kilowatts as such. Indeed, at the 
present time, nuclear kilowatt-hours in this 
country are extremely expensive and burden- 
some. Optimistic estimates of costs at nuclear 
power plants now under construction or in 
the planning stage average out to about 150 
per cent of the cost of equivalent power pro- 
duced through conventional means in high- 
cost areas of this country. Taking this latter 
figure at 8 mills per kilowatt-hour, a 100,- 
000-kilowatt nuclear power plant, which at 
a load factor of 70 per cent would produce 
613.2 million kilowatt-hours a year, thus rep- 
resents an annual economic burden of about 
$2.5 million. 

The simple fact is that, at the present time, 
no reactor is known which can be guaranteed 
to produce electric power at any location in 
the United States at a cost equal to or less 
than the cost of power using conventional 
fuels. Thus, from the point of view of our 
domestic needs, nuclear power development 
can be justified only as part of a long-range 
program having the ultimate objective of 
achieving competitive power. The conven- 
tional laws of economics would normally be 
sufficient to assure the progress necessary to 
satisfy such needs. Nuclear power would be 
developed and used when and where it was 
justified on the basis of economics, either 
because of the need for an additional source 
of fuel or because of lower costs. Our experi- 
ence in the use of alternative fuel sources, 
such as coal, oil, and gas, indicates how these 
economic laws would operate.”* 


uT there are arguments that our program 
B needs to be accelerated substantially be- 
yond the point necessary for domestic re- 
quirements because of our need to retain 
world leadership in the peaceful use of the 
atom for reasons of international prestige 
and to help our friends in western Europe 
and elsewhere. 

International considerations must, of 
course, be important factors in the formula- 
tion of national policy. And we can assume 
that—because of international considerations 
and because of its possible use as an instru- 
ment of foreign policy—our nuclear power 
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program needs to be accelerated beyond the 
point required for domestic needs. The ques- 
tion is then raised as to how this acceleration 
should be brought about and, in particular, 
the scope of government participation in 
such an accelerated effort. 


N considering this question, I start with 
I the premise that it is desirable and in 
keeping with our traditions to confine gov- 
ernment activity and expenditures to an area 
in which the desired objective cannot other- 
wise be achieved. It is true that there have 
already been many departures from this 
premise in the field of electric power, in 
which government and government-financed 
electric power systems now provide some 24 
per cent of the total utility power supply of 
the United States. But, taking the existing 
situation as it stands, I think it would be gen- 
erally (though I am afraid not unanimously) 
agreed that atomic energy should not pur- 
posefully be used as a vehicle to advance the 
relative position of government and govern- 
ment-financed power. 

In the second place, I would urge that 
every effort should be made to avoid putting 
AEC itself into the business of distributing 
electric power. AEC has been subject to the 
criticism that it already performs a variety 
of functions, some of which are in conflict 
with one another. In particular, it has been 
suggested that AEC’s regulatory authority is 
inconsistent with its responsibility for en- 
couraging a civilian nuclear power program. 
But putting AEC into the utility business on 
a large scale is precisely the kind of program 
in which the greatest conflicts would arise 
in the varied functions entrusted to AEC. 
The federal government now has a number 
of agencies in the electric utility business 
and—apart from all other considerations— 
if it is finally determined to adopt a program 
of government construction and operation of 
large reactors, it would certainly make more 
sense to have such program carried out by 
the government agencies which are already 
in the utility business. 


SSUMING, then, that, because of interna- 
tional considerations, we need to do still 

more to accelerate our efforts in the develop- 
ment of nuclear power, the following policies 
seem to me to be the ones we should follow: 
First: The major emphasis in any ac- 


celerated program should still be on research 
and development. With a given amount of 
dollars and man power, the goal of competi- 
tive nuclear power will be achieved much 
more quickly through research and develop- 
ment in ways to simplify designs and cut 
costs of reactors and reactor components than 
in merely providing a large number of nu- 
clear power kilowatts and kilowatt-hours. 
Where it is desirable to build nuclear power 
plants as part of the research and develop- 
ment effort, they should be no larger than is 
necessary to prove out the particular tech- 
nical and scientific objectives for which they 
are to be constructed and operated. 

Second: The resources and experience of 
the existing utility industry—public and pri- 
vate—should be used to the fullest extent 
possible. Every encouragement should be 
given to participation by the utility industry 
and every effort should be made to eliminate 
obstacles in the way of such participation. 
In particular, AEC should not build large 
power plants until it has made every effort 
to get the job done by the existing utility in- 
dustry—public and private. 


Bf feeens To the extent that the nuclear 
power program is to be accelerated be- 
yond that necessary for domestic needs, the 
justification for such acceleration can only be 
related to international considerations. The 
carrying out of international policies is prop- 
erly a governmental responsibility. Under 
such circumstances government participation 
and assistance are warranted to the extent 
necessary to achieve the desired acceleration. 
Accordingly, to the extent necessary for such 
purpose, the government is warranted in 
carrying out research and development and 
providing assistance in the construction and 
operation of nuclear power plants which will 
contribute to the accelerated program. There 
would appear to be every reason to extend 
such government assistance to cover all, or at 
least a substantial part of, excess costs above 
those which would be incurred for the con- 
ventional production of equivalent amounts 
of power ; and to eliminate the present arti- 
ficial distinction between assistance for re- 
search and development (which is now per- 
missible) and providing part of the cost of 
the actual bricks and mortar (which is not). 
This expansion of the area of government 
assistance has been suggested in a recent 
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speech by Senator Anderson and has been 
urged by representatives of the government 
power groups.”® 


OURTH: The proposed Euratom legisla- 

tion®® suggests another means of ac- 
celerating our nuclear power program which 
deserves much greater emphasis than we have 
given to it. Since the objectives of such ac- 
celeration are rooted in international prestige 
and international commitments, a much 
greater emphasis should be placed on govern- 
ment assistance for the design and construc- 
tion of reactors to be located abroad. Such 
assistance can be channeled through the do- 
mestic manufacturers or the foreign govern- 
ments or in research and development pro- 
grams designed directly to assist in the de- 
velopment of such reactors. 


Fifth: Where, as a last resort, it is de- 


termined that AEC must construct and op- 
erate large nuclear power plants, 


steps 


= 


should be taken to avoid creating conditions 
under which pressures could subsequently be 
applied to make such plants the nucleus of 
a new federal power business. In such cases 
the reactor should be located, wherever pos- 
sible, at an AEC facility and the power pro- 
duced should be used in such facility; any 
surplus power should be sold, without prefer- 
ence, at its actual value to the existing utility 
supplier in the area’; and the plant should 
be sold on a nonpreferential basis when it is 
no longer useful for research and develop- 
ment purposes. 


N summary, our policy should be to formu- 
late the program deemed necessary to 
carry out our international commitments and 
then to utilize, to the fullest extent, the exist- 
ing utility industry—public and private—and 
manufacturers, in providing such financial 
assistance as is necessary to supplement the 
normal economic incentives. 
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Accounting Problems of Atomic Energy Projects 
By HARVEY A. FISCHER* 


, ie purpose of this discourse is to deal 


with accounting problems—as a lawyer 
views them—that will challenge the attention 
of management and regulatory authorities in 
accounting for expenditures by a regulated 
electric utility in (a) conducting research 
and development in the use of nuclear fuels 
in the generation of electric energy, or (b) 
participating with others through the me- 
dium of a nonprofit research and develop- 
ment corporation, or some other form of 
joint effort. 

Both the direct cost incurred and expendi- 
tures made by a regulated electric utility and 
the contributions or payments made by a 
regulated electric utility to an entity organ- 
ized for the purpose of conducting research 
and development in the field of nuclear en- 
ergy will be the subject matter of comment. 
The information and knowledge resulting 
from such research and development work 
and the application to the generation of elec- 
tric energy will, of course, be available to 
all electric utilities contributing to the joint 
effort. I believe it obvious that, whether the 
research and development work is carried on 
directly by an electric utility or through the 
medium of an entity representing a joint 


*Counsel, Detroit Edison Company, Detroit, 
Michigan. 
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effort by several electric utilities, the ex- 
penditures are and will be the subject matter 
of regulation. Likewise, it is important that 
the books of account reflect a uniformity of 
treatment of expenditures and accruals (dur- 
ing both the construction and operation of 
a reactor), to the end that a meaningful 
comparison of capital costs and operating 
expenses of the different types of reactors 
may be made. 


0 be realistic, I think all of us, including 

the regulatory agencies, should realize 
that we have entered upon research and de- 
velopment work which may, and probably 
will, extend over the next twenty years. This 
relatively long period should not, however, 
be the basis for drawing any distinction be- 
tween it and “Research” now defined and 
included in the Uniform System of Ac- 
counts. This quest for a practical means of 
producing heat energy by the use of a new 
fuel may actually go on for many years be- 
yond the 20-year period I have referred to. 
Assuming the cost to a given electric utility 
remains prudent and the research and de- 
velopment work bears promise of success in 
the search for a new source of energy, regu- 
latory agencies have evidenced an intent to 
encourage and support it by requiring ac- 
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counting methods fair to the utility and to 
the customers it serves. Thus far, the regula- 
tory agencies of nine states! have given their 
endorsement and support to the efforts of 
the private electric utility to foster this de- 
velopment which ultimately has as its goal 
two objectives: (1) the production of elec- 
tric energy at a cost equal to or more eco- 
nomical than is possible through the use of 
conventional fuels, and (2) to bring relief 
to the heavy demands now made upon the 
world’s store of fossil fuels. The latter is also 
in the public interest. Honest thought admits 
of the responsibility upon private industry to 
search for and develop a new source of 
energy which holds ultimate promise of the 
more economical generation of electric 
energy. 

The cost of such research and development 
has thus far been uniformly held to be a 
proper charge to operating expenses, Ac- 
count 801—Miscellaneous General Expenses. 
The problem of accounting properly for these 
costs as well as other nuclear power-generat- 
ing costs has the attention of the National 
Association of Railroad and Utilities Com- 
missioners, federal regulatory authorities, 
and the Edison Electric Institute. Will the 
Uniform System of Accounts now prescribed 
provide the answer to the accounting prob- 
lems that we logically may encounter when 
considering this new source of generation? 


T shall not be my purpose to prescribe or 

to suggest the proper treatment of some 
of the major items, but rather to direct your 
attention to them. However, based upon 
present knowledge, it appears the facts will 
require supplementation of the Uniform 
System of Accounts. It is of extreme impor- 
tance that the system of accounts properly 
reflect the judgment of (1) the regulatory 
authority, (2) the private utility, and (3) 
consideration of that which is fair to the 
utility’s consumers. 

As previously indicated, the cost of such 
research and development work reflects an 
effort to provide a more efficient, economical, 
and abundant source of heat energy than 
that resulting from the use of fossil fuels. 
The cost has been uniformly recognized as a 


1“Research and Development Costs Incurred by 
Regulated Utilities,’ CCH Atomic Energy Law Re- 
ports, 13046, July 22, 1958 (California, District of 
Columbia, Illinois, Kansas, Michigan, New York, 
North Carolina, Virginia, and Wisconsin). 


charge against Account 801—Miscellaneous 
General Expenses.’ It remains for both man- 
agement and the regulatory agency to deter- 
mine at what point in time the research and 
development stage has been completed, and 
the subsequent costs reflected in the appro- 
priate Plant Account. We should recognize 
that this research and development can be 
carried on by a utility which is directly con- 
structing, and intends to operate a nuclear 
power plant in conjunction with its overall 
system power supply. Under these circum- 
stances, it would appear proper to recognize 
the resultant capital charges and operating 
expenses in the same manner as for a con- 
ventional power plant. 

I do not propose to direct your attention 
to any detailed or new system of cost ac- 
counting, for that is the responsibility of 
others more qualified. Much work has been 
done in that field by the Canadian Institute 
of Chartered Accountants, and an excellent 
discussion and treatment are to be found in 
the publication of that association in August, 
1955, and your attention is directed to it.’ 
While I propose to refer to some of the fun- 
damental accounting problems that will arise, 
as a lawyer sees them, the answer must be 
supplied by the joint effort of the electric 
utility and the regulatory agency having 
jurisdiction over it. 


Cost of Reactor 


Shen cost of a research and developmental 
reactor incurred by a research and de- 
velopment group, under existing authority 
may have been charged off as an operating 
expense, but nevertheless it will, for statisti- 
cal and comparative purposes, be to the dis- 
tinct advantage of all concerned that even in 
this instance records be maintained so that 
power cost computations and comparisons 
can readily be made. 

The accounting problems will arise when 
one is entitled to assume that a given reactor 
hereafter placed in service is recognized as 
not only of practical use in the generation of 
electric energy, but that it is also capable of 
the economic production of electricity and its 
cost recorded in the Plant Account and re- 
flected in the rate base. When we consider 
the cost of land upon which the reactor and 


21d. 
8 Vol. 67, August, 1955, “The Canadian Char- 
tered Accountant.” 
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related facilities have ben erected, we im- 
meditaely encounter a perhaps visionary 
question as to the treatment to be accorded 
the cost of that part of the land which may 
be described as “an exclusion area.” Under 
present requirements of the Atomic Energy 
Commission, at least as I understand them, 
that commission has insisted upon the estab- 
lishment of such an area. In simple terms, 
this means that the electric utility is required 
to purchase and continue to hold more land 
than is necessary for the erection and opera- 
tion of the reactor, and considerably more 
than would be the case for a conventional 
generating plant, including necessary land 
for coal storage. Also, in most cases, the re- 
moteness of a nuclear plant location with 
respect to energy demand and transmission 
facilities requires consideration. Shall the 
cost of such “exclusion area” be treated as a 
part of the cost of the reactor? Shall it be 
considered simply as land and a part of 
“Plant” as these words are employed in the 
existing Uniform System of Accounts, or 
should this area be carried under the account 
“Land Held for Future Use,” or some other 
account such as “Land Held for Security 
Purposes”? Any final determination should 
only be made after thorough review of the 
facts in each case. 


If we cannot assume that the reactor has 
come to be recognized as practical and capa- 
ble of the economic production of electricity 
or, when compared with another type of re- 
actor, it appears to be inefficient, then it 
would seem that all or part of the cost of 
such a reactor should be provided for 
through charges to the appropriate account 
for research and development expenses, It 
is a question in situations of this kind as to 
what amount of the reactor cost should be 
included in the rate base. Under some cir- 
cumstances the cost might appropriately be 
reflected in the rate base subject to a specific 
amortization program based upon a predict- 
ably short service life or established ob- 
solescence. 


Depreciation and Obsolescence 


pooner power plants being built today 
may be subject to obsolescence in con- 
siderable degree if the expected rapid ad- 
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vance does materialize. The effects on de- 
preciation policy will have to be carefully 
evaluated. The important question is the 
probable useful life of a given reactor. 

It also involves consideration of another 
equally important factor; namely, that the 
reactor in the course of construction or in 
operation may also have become obsolete 
during construction. Evidence is at hand that 
the scientists are engaged in the design of a 
second and third generation of reactors 
based upon what has already been learned in 
the design and testing of important parts of 
reactors now under discussion. The rapidity 
with which scientific information and knowl- 
edge may develop is difficult to predict. If 
we are to follow conventional methods of de- 
preciating the reactors now under construc- 
tion so as to provide a fund for their replace- 
ment at the end of their useful life, we are 
brought face to face with the question: 
What is their probable life? In view of the 
fact that the life of the reactor at best may 
be relatively short, is it not the part of wis- 
dom to amortize the cost over a short period 
of time so as to provide more adequately for 
the early obsolescence of initial reactors 
which we have every reason to believe will 
occur? The determination of the answer can 
only be arrived at by the co-operative efforts 
of the scientists capable of appraising the in- 
formation at hand, management, and the 
proper regulatory agency. Dependent upon 
the state of development and knowledge of a 
given reactor and its acceptance, the treat- 
ment to be prescribed may well be expected 
to differ rather widely as to specific types of 
reactors at any given time. 


AM well aware of the paradox I have ap- 
I parently created by discussion of research 
and development on the one hand, and ac- 
cruals for depreciation on the other. Of 
course, in the case where utility contributions 
charged to Account 801 fully provide for the 
cost of the nuclear reactor, the cost is not 
recorded as “Plant” under the Uniform Sys- 
tem of Accounts. Nor do the assets so ac- 
quired become an element of the rate base 
for rate-making purposes unless subsequent 
accounting treatment reflecting their pur- 
chase by a utility and status as used and 
useful property serves to place them in the 
category of “Plant” account. In this situa- 
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tion as well as in cases where a utility 
is from the beginning the direct owner of 
the nuclear plant, accruals for depreciation, 
including obsolescence, most certainly are 
necessary and appropriate. 


Fuel Costs 


ROPER determination of the actual fuel cost 
Pissed in producing electricity during the 
period of research and development, and 
thereafter, cannot be determined without ref- 
erence to the agreement existing between the 
Atomic Energy Commission and the electric 
utility. As an illustration, the Atomic Energy 
Commission may agree that the utility pur- 
chases the normal uranium, leases the en- 
riched uranium, contracts for the fabrication 
of the fuel elements, and returns the fuel 
elements to a commission site for reprocess- 
ing. Or, as with some agreements, the 
Atomic Energy Commission may waive the 
fuel charge. In fact, there may be several 
variations of the basic agreement, depending 
on the facts. Shall the charge made by the 
Atomic Energy Commission for supplying 
the original fuel elements and an inventory 
of the same material be viewed as a rental 
or service charge, or as a direct fuel cost? 
Shall the cost of producing electricity be lim- 
ited to the cost of reprocessing the spent 
fuel? Shall the cost of reprocessing the spent 
fuel be offset by the aggregate of the revenue 
received from the sale of new fuel materials, 
such as plutonium and uranium 233? Plu- 
tonium (pu 239) and uranium 233 are fis- 
sionable materials. In the fissioning process, 
neutrons are absorbed by uranium 238, there- 
by creating plutonium. In the same manner, 
thorium (Th 232) absorbs neutrons and 
thus uranium 233 is the result. 

There are also fission products, which are 
elements resulting from the splitting of the 
fissionable material, mainly uranium 235 in 
the natural uranium, The most common and 
useful of these are strontium 90 and cesium 
137. 

Seemingly, there is no precedent for the 
proper treatment of the revenues resulting 
from the sale to the Atomic Energy Commis- 
sion of the new fuel materials produced by a 
reactor. If the facts were at all comparable 
with those known to result from the manu- 


facture of artificial gas in the course of 
which by-products are produced and sold, or 
in the case of extraction of useful material 
from natural gas, precedent and authority 
for the proper treatment or classification of 
the resulting revenue are to be found in the 
Uniform System of Accounts for gas utili- 
ties. However, I am compelled to question 
whether the facts are at all comparable. In 
the case of either manufactured or natural 
gas, the utility is the owner of the original 
and source material. In the case of the 
nuclear fuel supplied by the Atomic Energy 
Commission, that commission remains the 
owner under the Atomic Energy Act of 
1954. Therefore, is it not logical to assume 
that the commission is the owner of the new 
fuel materials since they cannot be sold to 
another under existing law? An obligation is 
imposed upon the electric utility to deliver 
such new fuel materials to the Atomic En- 
ergy Commission at prices to be prescribed 
by that commission. Viewed from this stand- 
point, cannot the electric utility be said to 
have rendered a processing service rather 
than the sale of a product resulting from the 
fissioning of the original fuel? 


VEN more basically, we are confronted 

with the question of treatment of pay- 
ments or credits by the Atomic Energy Com- 
mission upon the return of the new fuel ma- 
terials produced during reactor operation, Is 
the consequence a reduction of fuel expense 
or revenue, and if revenue, should it be 
classed as utility revenue or nonutility reve- 
nue? This entire matter is now under con- 
sideration by a committee representing in- 
dustry and regulatory agencies, 


The contracts entered into by the Atomic 
Energy Commission and the several electric 
utilities may provide basis for a different 
treatment. Eventually, the answer must be 
governed by a proper construction of the 
agreement between the Atomic Energy Com- 
mission and the electric utility, and an un- 
derstanding of what actually occurs during 
the fissioning period. Its classification must 
rest upon that determination. At the expense 
of being presumptuous, it would seem logical 
to classify the revenue resulting from the 
fissioning process which creates new fuel 
materials as nonutility revenue. On the 


NOVEMBER 6, 1958 





PUBLIC UTILITIES FORTNIGHTLY 


basis of the known facts, the new fuel mate- 
rials result from a service by the electric 
utility to the property of the Atomic Energy 
Commission. 

Here a word of caution seems justified. I 
doubt that at this time reliable fuel cost esti- 
mates can be made and electric rates estab- 
lished upon the basis of cost. This must 
await the time when we can say with cer- 
tainty what the dollar figure is that reflects 
the true cost of producing the fuel elements. 
If the charge by the Atomic Energy Com- 
mission can be said to represent “actual 
cost,” then greater reliability can be placed 
upon the stated cost of producing electric 
power. 

Since it is known that in the operation of 
any reactor an inventory of fuel will have to 
be available so as to replace the spent fuel 
in the reactor, is that inventory to be classi- 
fied under “Materials and Supplies,” and 
treated as in the case of coal inventory under 
the present system of accounts, and at what 
sum should it be carried? 


Disposal of Waste 
(leew existing state of research and de- 


velopment in the waste disposal field, 
in so far as I have any knowledge, does not 
afford any factual basis for a clear answer 
as to the equipment and costs that may be in- 
volved. Therefore, the proper accounting 
treatment, at least in my opinion, must await 
the determination of the means to be selected, 
and the real cost of producing electricity can- 
not be arrived at in the absence of a solution 
to the problem. Its classification and place in 
the Uniform System of Accounts must also 
be delayed. 


Costs of Meteorological Observation 


HE purpose of meteorological observa- 

tion is obvious, I am certain, and its 
cost can be justified as an essential precau- 
tion to which the public is entitled. Should 
this cost be treated as a cost comparable to 
that presently incurred in obtaining weather 
reports, or should it be classified as security 
protection? 


Cost of Purifying Cooling Water 


W: may expect that the several states 
will insist upon the practical elimina- 
tion of radioactive material before permitting 
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the return to public waters of cooling water 
used in the reactor cycle. The method em- 
ployed may prove to be an expensive one, 
of short life, and require constant policing. 
How is this cost to be classified? Applying 
the practice used for conventional power 
plant purification systems, such costs would 
seem appropriately reflected in the pertinent 
capital and operating accounts. 


Cost of Training and Protection 
Of Operating Personnel 


a the early stage of nuclear power de- 
velopment, a utility which may be re- 
sponsible for the operation of the reactor, 
including fuel handling and storage, disposal 
of waste, return to the Atomic Energy Com- 
mission for reprocessing of spent fuel ele- 
ments, and the other related functions of re- 
actor operation as differentiated from con- 
ventional generating plant operation, cer- 
tainly will, of necessity, expend funds for 
educating and training personnel in order 
to qualify them for licenses to operate. So 
also will costs be incurred for monitoring, 
decontamination, and precautionary meas- 
ures aimed at the health, safety, and protec- 
tion of the operating personnel and the 
physical plant itself as distinguished from 
the responsibility to safeguard the public and 
the surrounding area. Should not these costs, 
which are an extension of those normally 
encountered in conventional plant operation 
and are reflective of the more complex nu- 
clear technology, be likewise recorded as op- 
erating expense, and thus included in the 
cost of producing electricity? 

Proper concern for employee health, safe- 
ty, and protection should be uppermost in 
utility management thinking, and rightly so, 
for even though scientists and technologists 
have made remarkable progress in the nu- 
clear field and are continually discovering 
new facets of nuclear energy, the medical 
profession, as yet, cannot provide all the an- 
swers with respect to body chemistry and 
how humans are affected by exposure to 
radiation. 


Local Taxes on Fuel Elements 


Rye the Congress of the United States 
amends the Atomic Energy Act of 
1954, ownership of the fuel will remain with 
the Atomic Energy Commission. I know of 
no consent that Congress has given to per- 
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mit the taxation of these fuel elements by 
local units of government. If the charge 
made by the Atomic Energy Commission is 
to be regarded as a rental or service charge, 
should such rental or service charge be sub- 
ject to state or local taxes? 


Abnormal Insurance Costs 


BELIEVE it may be assumed that during 

this trial period the cost of insurance will 
be abnormally high when compared with the 
cost of similar insurance experienced in the 
case of conventional facilities. Should the 
cost be normalized under some plan? Should 
it be treated as conventional insurance? It 
occurs to me that here again we may have 
to suspend our judgment until such time as 
the premium charged reflects the actual ex- 
perience of operating reactors over a period 
of years. 

Until the premium reflects the risk as- 
sumed, the cost of operation cannot be es- 
tablished with accuracy. 


Transportation of Fuel 


RDINARILY, this would not pose a prob- 

‘lem. To determine its proper classifica- 
tion, reference to the agreement between the 
Atomic Energy Commission and the electric 
utility will perhaps afford the answer. If the 
cost of the transportation is included in the 
charge made by the Atomic Energy Commis- 
sion for the use of the fuel and it is buried in 
that charge, there perhaps is no problem at 
all. 


Recommendations 


ECAUSE of the “unknowns” that I have 
B singled out, and others that exist but 
which time does not permit me to explore 
with you, I think it only fair to say that a 
considerable time must elapse before true 
costs are developed and rates for electric 
energy can be established as the result of 
operating one or more reactors. Such costs 
cannot be expected to reflect normal opera- 
tion of a utility because, and I state this 
purely as a fact and not as criticism of the 
philosophy expressed in the Atomic Energy 
Act, they do not reflect competition in the 
production of the fuel used. Until competi- 
tion enters the field of producing, processing, 
and reprocessing the spent fuel, the tradi- 
tional normality under our system of pri- 
vate enterprise will not prevail and there- 
fore it cannot be said the cost figures, what- 
ever they may be, reflect normal operating 
conditions. 


N the meantime, it would seem to me that 
the regulatory authorities should have the 
benefit of the same scientific advice and in- 
formation that is available to management 
before reaching any final conclusion upon the 
many questions of what constitutes proper 
accounting under these circumstances. It 
seems equally clear that management has the 
correlative responsibility, subject to any re- 
strictions on classified information, to make 
available to the regulatory authorities all 
relevant information during the research pe- 
riod as well as after these, and undoubtedly 
many more, accounting problems have been 
resolved. 





Problems Created by Memphis, Sierra, and 
Mobile Decisions 


By WILLIAM S. TARVER* 


rr. a year and a half ago tomorrow the 
United States Supreme Court decided two 
cases which, in their later judicial application 
—or misapplication—by a single circuit court 
of appeals, threaten to overturn long-estab- 


*General attorney, Southern Natural Gas Com- 
pany, Birmingham, Alabama. 


lished and accepted methods of rate regula- 
tion by the Federal Power Commission and 
have posed a very serious threat to the eco- 
nomic health of the natural gas pipeline in- 
dustry. These were the Mobile! and the 


1 United Gas Pipe Line Co. v. Mobile Gas Serv- 
ice Corp. (1956) 350 US 332, 12 PUR3d 112, 100 
L ed 373, 76 S Ct 373. 
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Sierra® decisions. Both, on their faces, are of 
limited applicability but, as construed by the 
United States court of appeals for the Dis- 
trict of Columbia circuit in the Memphis 
case,® have enormous economic impact. 

The facts in the Mobile and Sierra cases 
were simple and calculated to enlist the 
sympathy of the court on behalf of the pur- 
chasers. Mobile Gas Service Corporation, a 
distributor of natural gas to domestic and 
industrial consumers in Mobile, Alabama, 
was, and is, supplied at wholesale by United 
Gas Pipe Line Company with all of its 
natural gas. In 1946 the Ideal Cement Com- 
pany planned to construct a plant in the city 
of Mobile if it could obtain a supply of in- 
dustrial gas at a sufficiently low rate. The 
Mobile company, therefore, made a special 
ten-year contract with United for the pur- 
chase of gas at the equivalent of 10.7 cents 
per Mcf for resale to Ideal. This rate was 
substantially lower than that for the other 
gas sold by United and was established by 
United to attract the additional business. 
Mobile, in turn, executed a ten-year contract 
with Ideal to supply the latter with gas at 
12 cents per Mcf. 


NITED filed its special 10.7-cent contract 

with the commission as its rate sched- 
ule for the sale to Mobile for resale to Ideal. 
Then in June, 1953, without the consent of 
the Mobile company, United filed a new rate 
schedule with the commission which pur- 
ported to increase the rate on gas for resale 
to Ideal to 14.5 cents per Mcf, a rate substan- 
tially higher than that which Mobile could, 
under its contract, charge Ideal. Mobile pe- 
titioned the commission to reject United’s 
filing, claiming that United could not thus 
unilaterally change its contract rate. The 
commission denied the petition. 

Sierra Pacific Power Company distributes 
electricity to consumers in northern Nevada 
and eastern California. For many years it has 
purchased the major part of its electric power 
from Pacific Gas and Electric Company. In 
1947 it began negotiating for power from 
other sources. To forestall the potential com- 


2 Federal Power Commission v. Sierra Pacific 
Power Co. (1956) 350 US 348, 12 PUR3d 122, 100 
L ed 388, 76 S Ct 368. 

8 Memphis Light, Gas & Water Division, City 
of Memphis, Tennessee v. Federal Power Com- 
mission (1957) 21 PUR3d 209, 250 F2d 402; cert. 
granted, 355 US 938. 
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petition, PG&E offered Sierra a 15-year con- 
tract at a special, low rate, which Sierra ac- 
cepted. 

In 1953, when power from former com- 
petitive sources was no longer available, 
PG&E, without the consent of Sierra, filed 
with the commission a schedule to increase 
its rate to Sierra by 28 per cent. Again, the 
commission denied a petition to reject the 
filing of the increased rate. 


URING the litigation of both cases the 
D commission asserted the view, which it 
had held for a number of years, that § 4(d) 
of the Natural Gas Act and § 205(d) of the 
Federal Power Act established procedures by 
which rates fixed by contract for specified 
terms could be changed by the sellers by fil- 
ing new rate schedules, which, then, of 
course, would be subject to suspension and 
review by the commission. It was the com- 
mission’s position that rate contracts could 
thus be changed without the buyer’s con- 
tractual assent. 

In both cases the Supreme Court decided 
to the contrary, holding that neither the 
Natural Gas Act nor the Federal Power Act 
abrogated contracts or gave regulated com- 
panies the right to change their rate contracts 
by their own unilateral actions. 

In the Mobile case, the court added that 
its conclusion did not leave a natural gas com- 
pany without an avenue of relief. Noting that 
§ 5(a) of the Natural Gas Act authorizes 
the commission to investigate rates upon its 
own motion, the court stated that a pipeline 
company, although without standing to com- 
plain formally under that section of its own 
contracts, nevertheless might furnish the 
commission with relevant information and 
request it to initiate an investigation of a rate 
contract, after which the commission, upon 
determining the contract rate to be so low 
as to conflict with the public interest, could 
authorize the company to file a schedule in- 
creasing the rate. Of course, the commission 
would not be required to undertake such an 
investigation. 


ig its Sierra decision the Supreme Court 
amplified its concept of what rates would 
conflict with the public interest. Such a rate, 
it said, is not necessarily a rate which does 
not yield a fair return, but is a rate which 
is so low that it may impair the financial abil- 
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ity of the company to continue service, cast 
upon other consumers an excessive burden, 
or be unduly discriminatory. 


With these two cases as the only basis for 
its action, the District of Columbia circuit, 
nine months after the Mobile and Sierra de- 
cisions, held in the Memphis case that even 
though a purchaser of natural gas had con- 
tractually agreed that the seller might file a 
changed rate with the Federal Power Com- 
mission, the commission had no jurisdiction 
to receive or to review the new rate unless 
the seller brought to the commission a 
negotiated agreement expressing the buyer’s 
assent to the particular rate filed. 

This decision astonished and stunned both 
the pipeline industry and the commission. 
Both had been confident that the general type 
of service agreement involved—a type formu- 
lated under the commission’s guidance and 
in general use for a number of years by all 
pipeline companies subject to the commis- 
sion’s jurisdiction—insulated the great bulk 
of the industry’s sales for resale from the 
Mobile case holding. All service agreements 
of this general type had been viewed as es- 
tablishing contractual arrangements for the 
sale of gas at whatever price might be con- 
tained in the seller’s applicable rate sched- 
ule on file and effective from time to time. 
And it had been generally thought that the 
parties intended, and the law permitted, the 
rate to be changed by the seller without fur- 
ther assent of the buyer and the changed rate 
to be filed under § 4(d) of the Natural Gas 
Act and thus become effective, subject only to 
the power of the commission to suspend, re- 
view, and modify it. 


HE Memphis case arose during a pro- 

ceeding before the commission on a gen- 
eral rate increase filing made by United on 
September 30, 1955. While hearings before 
the commission were in progress, the Su- 
preme Court decided the Mobile case on 
February 27, 1956. The city of Memphis, its 
utility operating division, and Mississippi 
Valley Gas Company thereupon moved that 
United’s rate filing be rejected, contending 
that the Mobile decision required such ac- 
tion. The commission denied the motion, 
holding the Mobile decision to be inapplicable 
since the service agreements contemplated 
rate changes by the seller and the filing of 
changed rate schedules under § 4(d) of the 


act. Memphis and Mississippi petitioned for 
judicial review. 

The rate contract, if such it can be called, 
which was involved in the Memphis case was 
United Gas Pipe Line Company’s standard 
form of service agreement, used generally by 
that company and by a number of others. It 
provided for payment under “Seller’s Rate 
Schedule , or any effective supersed- 
ing rate schedules, on file with the Federal 
Power Commission.” Although the service 
agreements used throughout the industry 
vary considerably in wording, all are modeled 
on the same general lines as United’s. The 
pattern is to refer to and incorporate by ref- 
erence the company’s applicable rate sched- 
ule in its effective FPC gas tariff and to pro- 
vide that, if such schedule should be changed 
by a new schedule being filed by the seller 
with the commission and being permitted to 
become effective, payment then would be 
made under the changed schedule. 


ONSTRUING United’s service agreements, 
the circuit court accepted for purposes 
of its decision the commission’s view that the 
agreements expressed the contractual consent 
of the buyers to the filing by United of new 
rate schedules under § 4(d). But the court 
said that consent to the “act of filing” is not 
sufficient ; there must be agreement between 
buyer and seller as to the exact rate filed. 
The participation by the buyers in the com- 
mission proceeding in opposition to United’s 
rate increase constituted proof to the court 
that the buyers had not consented to the 
amount of the new rate, Therefore, said the 
court, the agreement was nothing more than 
an attempt to vest the commission with arbi- 
tration powers not given to it by the act. 


The commission, United, Texas Gas Trans- 
mission Corporation, and Southern Natural 
Gas Company, the last three of which had 
intervened in support of the commission, 
filed petitions for certiorari which were 
granted by the Supreme Court. Decision of 
the case is now awaiting completion of brief- 
ing and oral argument. 


If the circuit court’s words are to be ac- 
cepted literally, no increased rate can be 
filed by any interstate natural gas pipeline 
company (all such companies being bound by 
long-term sales contracts) unless the pur- 
chaser has agreed in advance to the exact 
rate. Since the commission’s rules long have 
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prohibited escalation provisions in pipeline 
company sales contracts and permit provi- 
sions for rate changes only when similar to 
that contained in United’s service agree- 
ments, this holding, in practical effect, wrote 
§ 4(d) out of the act for the entire natural 
gas pipeline industry. Only if a company 
could persuade its customers, to which it was 
obligated by law to continue service, volun- 
tarily to agree in advance to higher rates 
could it make a filing under § 4(d). 

To appreciate the impact of this decision 
on the natural gas pipeline industry, one must 
view it against the background of the eco- 
nomic epoch in which the decision was 
rendered. 

The pipeline industry has experienced 
phenomenal growth during the past twenty 
years—growth largely made possible by the 
facts that natural gas is a superior fuel for 
many purposes, and also, in the past, has 
been available at bargain prices. The greatest 
period of growth has been during the years 
following World War II and especially since 
the Korean War. 


be wee this period of greatest growth, the 
rapid increases in costs which have oc- 
curred have been offset only in part by econ- 
omies resulting from the handling of in- 
creasingly greater volumes of gas. As a re- 
sult, costs per unit of gas sold have risen 
steadily. This trend is continuing, because 
of continuing increases in prices of materials 
and cost of labor and particularly because of 
the necessity of replacing old, low-priced gas 
supplies with new supplies which can be pur- 
chased only at prices which sometimes are 
three times as great as such supplies com- 
manded ten years ago. 

Thus, even if a pipeline company were in- 
clined to disregard the demands upon it—fre- 
quently of an urgent nature—to expand its 
system and so increase its service, the neces- 
sity of paying higher maintenance and op- 
erating costs, of replacing worn-out ma- 
terials, and, primarily, of augmenting de- 
pleting gas supplies with higher-priced gas, 
would make rate increases inevitable. 

Because of these economic conditions, 
every major pipeline company has had to 
seek rate increases, sometimes repeatedly, by 
making filings under § 4(d) of the act when- 
ever necessary to keep revenues in balance 
with costs. 
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HE Memphis case, if affirmed by the 

Supreme Court, would bring an abrupt 
halt to this procedure. Additionally all pend- 
ing rate increases would have to be dismissed 
and all moneys collected under changed rates 
not yet final would have to be refunded. Only 
the course of future litigation could de- 
termine whether revenues collected under in- 
creased rates finally allowed by the commis- 
sion, but not agreed to by the buyers, would 
have to be refunded. 


The dollars-and-cents measure of the im- 
mediate danger which thus threatens the in- 
dustry because of the Memphis decision can 
be brought into focus by consideration of a 
few statistics. As of June 30, 1958, there 
were 53 rate increase cases instituted by 35 
pipeline companies pending before the com- 
mission. These involved increases of $211.5 
million per year. Some have been pending 
since 1954 and most are being collected sub- 
ject to refund. The amounts so collected total 
approximately $322.2 million. All of this 
presumably must be refunded if the circuit 
court’s Memphis decision is sustained by the 
Supreme Court. The 1957 annual utility in- 
come, plus total other income of the pipeline 
companies which have rate increases pend- 
ing, was $375 million, an amount only slight- 
ly in excess of the total refunds which would 
be required of the group. Should it later be 
held that, because of lack of customer agree- 
ment, buyers can go behind rates which have 
been allowed by the commission, the amount 
of money at hazard would be many times the 
amounts mentioned. 


I SHALL not attempt to predict the im- 
mediate effect of affirmance by the Su- 
preme Court on any particular company. 
Obviously, on some it would be extremely 
severe or even disastrous, Others, more for- 
tunately situated, would have lesser im- 
mediate problems, But, unless the infla- 
tionary trend of the last decade is not only 
halted, but drastically reversed, all would be 
faced by a continuing serious problem in ob- 
taining revenues sufficient to defray costs. 
In the past it has been possible to meet this 
need for increased revenues by filing new 
rates with the commission under § 4(d) of 
the act, with certain knowledge that the new 
rates could be made effective six months after 
filing, subject to refund, and with reasonable 
assurance that at least a substantial portion 
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of the increase would become effective on a 
permanent basis after commission review. 

Under the Memphis case ruling this would 
no longer be possible. No longer could pipe- 
line companies or the investors in their se- 
curities have confidence that rates would keep 
pace roughly with costs. If rates can be in- 
creased only by agreement between buyer and 
seller, which thereafter must run the gamut 
of critical commission examination, or by the 
doubtful expedient of a § 5(a) investigation 
with the setting aside of the old rate and the 
granting of permission to the company to file 
thereafter new rates which would be effec- 
tive only prospectively, the pipeline com- 
panies will face many and serious problems 
in keeping financially healthy and abreast of 
the public’s demand for more service. 


T has been suggested by some that events 
I since the Memphis decision have proved 
this prediction unfounded. They cite rate case 
settlements reached by some companies with 
their customers and also agreements by cus- 
tomers of pipeline companies to pay higher 
rates in the future upon pipeline capacity 
expansions, 

To my knowledge only six companies (two 
of them quite small) have been able to settle 
pending rate cases by agreement of their cus- 
tomers, and only five have obtained from sub- 
stantial numbers of their customers precedent 
agreements specifying increased future rates. 
Each of such precedent agreements, of 
course, covers only a single rate increase and 
all of the precedent agreements negotiated by 
one pipeline company are limited to sales for 
one year of incremental volumes of gas made 
available as a result of an expansion of the 
pipeline’s capacity. When one considers that 
there are 35 pipeline companies with rate 
increases pending before the commission and 
many with expansion plans which have been 
shelved or drastically curtailed because of the 
Memphis decision, this is scarcely an impres- 
sive record. Indeed, a number of companies, 
despite vigorous efforts to settle rate cases, 
have been unable to do so. 


I* my opinion, all of the rate settlements 
which have been reached since the 
Memphis decision have been made possible 
by three factors: (1) the chance that the 
Memphis decision will be reversed by the 
Supreme Court; (2) complications which 


would have resulted if increased rates were 
put into effect subject to refund (the com- 
mission having properly refused to follow the 
Memphis case ruling pending conclusion of 
the litigation) ; and (3) the urgent desire of 
the distributors for new gas supplies which 
would not be available to them without ex- 
pansion of pipeline capacity made possible by 
higher rates. 

How these three elements should be 
weighted in particular situations I do not 
know. But of this I am certain: In the usual 
case, the pipeline company will not obtain 
general agreement by its customers to pay 
higher rates unless that is the only way the 
customers can be assured of increased gas 
supplies, or unless the company is so plainly 
on the verge of financial disaster as to 
jeopardize continuation of any service. 


¥ e- commission recognized this in 4ts 

Opinion No. 308, in the El Paso case,* 

stating : 
. .. there is almost no economic incentive 
for a customer to agree to pay higher rates 
if it is satisfied with its service and does 
not need additional supplies or expanded 
service. On the other hand, if the require- 
ments of a customer are expanding, it must 
ask the pipeline to meet those needs, and, 
therefore, it could be forced to agree to a 
rate increase, although this situation does 
not prevail among all customers of all pipe- 
lines by any means, 


This statement suggests the question: 
What would be the legal situation if some 
customers of a pipeline agreed to a rate in- 
crease and some did not? ‘ 

Clearly, in a § 4 case, the increased rates 
could be accepted by the commission for fil- 
ing only as to those customers who had 
agreed to pay such rates. What, then, becomes 
of the act’s proscription of undue discrimina- 
tion or preference? In such a situation, would 
the difference in rate offend the statutory 
standard? And if so, what is the remedy? 
Should the commission reject the agreed- 
upon rate increase filing because the new rate 
would not apply equally to all similarly situ- 
ated? Or should it institute § 5(a) hearings 
to determine whether those who had not 


4Re El Paso Nat. Gas Co. (1958) 19 FPC 154, 
21 PUR3d 453. : 
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agreed to the higher rate were enjoying un- 
due preferences? These questions so far 
stand unanswered. Yet they are of vital im- 
portance, 

My own opinion is that the commission 
would have no practical alternative but to 
accept, subject to suspension, review, and 
modification, such increased rates as had been 
agreed to, and institute § 5(a) investigations 
as to the rates being paid by the customers 
who had not agreed. To do otherwise would 
be to expose the pipeline company to ir- 
reparable financial harm, for a general § 5(a) 
investigation is not and cannot be the answer 
to the problem. 

One statement relating to the applicability 
of § 5(a) made by the chairman of the com- 
mission in a speech before the New York 
Society of Security Analysts, delivered a lit- 
tle more than a month after the circuit court 
decided the Memphis case, has been widely 
quoted and warrants comment. He said: 


I suspect that we may find that a rate 
case under § 5 can be processed in much 
shorter time than was ever thought pos- 
sible. We know that in such a case, the 
pipeline company would supply all the data 
that our staff would request, as soon as it 
possibly could. When the customer com- 
panies realize that additional supplies of 
needed gas cannot be forthcoming until the 
pipeline company is first granted reason- 
able rates, it would seem that they would 
likewise co-operate to bring the case to a 
speedy conclusion. The commission and its 
staff will, I know, do everything they can 
to expedite their work, so that our economy 
will not suffer unnecessarily, and to the 
end that the public will get the increased 
natural gas service it requires. 


HIS statement has been cited by a few 

representatives of consumer interests as 
an indication that general rate increases via 
the § 5(a) route are feasible after all. 

A short answer is that the commission has 
not yet devised a method of processing, in 
less than a period of many months or even 
years, any general rate case, whether under 
§ 5(a) or under § 4, even though the law, 
itself, enjoins preferred handling of § 4 cases. 

The circumstances existing at the time of 
the chairman’s speech explain its tone. The 
Memphis decision has just been handed 
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down. Plans for many millions of dollars of 
construction had been shelved. The financial 
community was much disturbed. Financial 
houses and investment counselors had ceased 
recommending purchase of pipeline company 
stocks. Confidence in the securities of such 
companies was at a low ebb. What the chair- 
man was doing was attempting to allay to the 
extent he properly could the fears of in- 
vestors by assuring the influential security 
analysts that the commission would do what 
it could to make the best of a bad situation. 
Indeed, he prefaced the statement which I 
have quoted with the proverb that “necessity 
is the mother of invention” and by exhorting 
his listeners: “Let us all do our part in a 
great effort to keep the natural gas industry 
alive, strong, and growing.” 

Does such an appeal sound as if he thought 
that § 5(a) provided a satisfactory means 
of meeting the industry’s rate problems? 

Later in the same month as that in which 
the chairman delivered his speech, the full 
commission handed down its Opinion No. 
308 in the El Paso case, more accurately 
stating the relation of § 5(a) to the Memphis 
case problem in these words: 


Under the § 5(a) process which seems 
contemplated for widespread application 
by Memphis, the present efficient co-ordi- 
nation of expansion and reasonable rates 
on a current basis is not possible. Pipelines 
cannot obtain the necessary capital when 
investors are not confident that a sufficient 
return will be earned to meet increased 
costs that have been incurred. ... 


-~ how could investors be confident that 
a sufficient return would be earned if 
only § 5(a) were available as a vehicle for 
obtaining rate increases? It is perfectly ob- 
vious from the words of § 5(a) that that 
section was never intended by the framers of 
the Natural Gas Act to provide the mecha- 
nism for obtaining rate increases. Section 4 by 
its terms was plainly intended to cover that 
situation. Section 5(a) furnishes the commis- 
sion its authority to investigate already effec- 
tive rates and, in proper cases, to lower them. 
This was the obvious statutory scheme. The 
suggestion by the Supreme Court that § 5(a) 
might be utilized by the commission to set 
aside rates so low as to conflict with the pub- 
lic interest and to authorize the filing of 
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higher ones, never was intended to have gen- 
eral application. 

Indeed, the standard set up by the Supreme 
Court—‘‘conflict with the public interest’”— 
does not even appear in the act. And bear in 
mind that a pipeline does not have status to 
lodge a formal complaint under § 5(a), let 
alone assurance in any particular case that 
the commission would entertain its informal 
request for an investigation, and remember 
also that throughout its history the commis- 
sion has not yet been able to handle rate cases 
with sufficient expedition to make feasible a 
system which would delay the effectiveness 
of increased rates until after final commis- 
sion decision as to their reasonableness. 


DO not intend this as criticism of the com- 

mission—a pipeline rate case is a compli- 
cated affair and for reasons already noted 
there are many of them. But efficient regu- 
lation of natural gas pipelines requires that 
a method of quick rate relief be available so 
that the regulated company, limited to a 
modest return on its property, can be pro- 
tected against increasing costs, as well as a 
method by which the interest of the public 
in gas at reasonable rates can be safeguarded 
by assurance of refund of excessive rate ex- 
actions for the period during which the com- 
mission is considering whether the new rates 
are too high. Section 4 protects both the pipe- 
line and the consumer, while recognizing 
that fair and proper resolution by the com- 
mission of the complicated issues existing in 
all pipeline rate cases takes considerable 
time. 

If increased rates were to be effective only 
prospectively, as would necessarily be the 
case under § 5(a), the commission, perforce, 
would have to rely mainly on estimates of 
future conditions in order to do even approx- 
imate justice to the pipeline companies. Such 
estimates might be far too high. Conceivably, 
also, they might be too low. In either case, 
they would not usually furnish a satisfactory 
basis for fixing just and reasonable rates. 

Although I think it likely that neither 
the expedient of obtaining customer agree- 
ments to higher rates, nor such relief as 
might be possible under § 5(a), would be 
adequate in the long run to enable the indus- 
try to undertake the expansion demanded by 
the public’s appetite for increasing gas sup- 
plies, or even to allow it to remain financially 


healthy in the absence of expansion, I do not 
thereby conclude that the picture is entirely 
black. 

Because I am convinced that the Memphis 
case rule represents bad regulation in prin- 
ciple and in result—bad for the pipeline in- 
dustry, bad for the producer whose inter- 
state market will diminish under its restric- 
tions, bad for the distributor who will not 
get the supplies of gas he needs to service 
the country’s growing cities, and bad for the 
consuming public—I think that, if the Mem- 
phis case is affirmed by the Supreme Court, 
Congress will provide a remedy. The com- 
mission already has recommended corrective 
legislation. Moreover, it is inconceivable to 
me that a decision of such demonstrably in- 
jurious impact would be allowed to stand. 


ee if the Supreme Court 
should affirm, some companies would 
be hurt. Speaking in generalities, these 
would be companies which either are now 
critically in need of rate increases or are 
faced with refunding large sums collected 
under rates not agreed to by customers, or 
both, and whose customers are not now in 
much need of additional gas supplies. If by 
chance the Memphis doctrine were extended 
to rate increases previously allowed by the 
commission, the injury would be greater. 

As I have stated, a few companies have 
negotiated rate settlements with their cus- 
tomers, or agreements for higher rates upon 
completion of system enlargements, or both. 

By acting during the interim situation 
when the state of the law is unknown, these 
companies have, to some extent at least, pro- 
vided for their immediate corporate needs 
in the way of additional revenues, and some 
have provided for the needs of their custom- 
ers for more gas with reasonable assurance 
that they will be able to recoup the costs in- 
cident to providing expanded service. 

I think that, if the Supreme Court affirms 
the Memphis decision, a legislative remedy 
probably will have been forthcoming by 
the time these companies are in serious need 
of additional revenues. For it is reasonable 
to expect that the experience of those other 
companies which have been unable to nego- 
tiate agreements with their customers would 
by then have demonstrated the completely 
unworkable nature of the construction of § 
4(d) imposed by the circuit court. 
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Canadian Natural Gas Situation and Its 


Bearing on Import, Export Problems 
By HARRY S. WELCH* 


Introduction! 


HE Public Utility Law Section could 

grant to me no greater pleasure than 
the opportunity to talk with you a few min- 
utes on a subject that has been the high light 
—indeed, the obsession—of my professional 
life for the last seven years. 

It was seven years ago this month that I 
made my first trip to Canada to assist Ca- 
nadian lawyers in the launching of a new 
gas pipeline project. After these many years, 
many thousands of miles traveled, and many, 
many professional bumps and bruises, I am 
still going to Canada and still enjoying every 
minute of it! It is indeed an honor to have 
had even a small part to play in the fruition 
of the great gas pipeline project of Trans- 
Canada Pipe Lines Limited, and to continue 
to work with the fine, capable management 
and lawyers of that company. 


Royal Commission on Energy 


HE most important phase of the Cana- 
dian natural gas picture today is the 
current endeavor of the Royal Commission 
on Energy, also known as the Borden Com- 
mission. That commission was created by an 
Order-in-Council of the Canadian Cabinet 
on October 15, 1957. It was assigned the 
formidable task, among others, of inquiring 
into and making recommendations concern- 
ing the policies which will best serve the na- 
tional interest of Canada in relation to the 
export of energy and sources of energy from 
Canada; the problems involved in, and the 
policies which ought to be applied to, the reg- 
ulation of the transmission of oil and nat- 
ural gas between provinces or for export, 
including rates; the financial structure and 
control of pipeline corporations in relation 
to setting proper rates; and the extent of 
authority that should be conferred on a na- 
tional energy board, should one be estab- 
lished. 
The sources of energy falling within the 


*Counsel, Trans-Canada Pipe Lines Limited, 
Dallas, Texas. 
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scope of the commission’s inquiry are gas, 
oil, coal, water, and uranium, 

As you can imagine, the establishment of 
this commission caused quite a bit of excite- 
ment in the gas business, coming as it did at 
a time when Trans-Canada Pipe Lines’ pro- 
posal to export gas into the midwestern 
United States was being heard by the Fed- 
eral Power Commission of the United States 
and when applications were just being filed 
in Alberta for two new projects proposing 
export of substantial quantities of Alberta 
gas into the western United States. Espe- 
cially was this true when Prime Minister 
Diefenbaker stated in Parliament that no ac- 
tion would be taken by the government on 
Trans-Canada’s export proposal until the 
Borden Commission had made its recom- 
mendations? 


ageeeconig for an “interim” hearing and 
report on gas only soon poured in, On 
February 3, 1958, the Borden Commission 
commenced hearings on only the oil and gas 
phases of its assignment and shortly there- 
after announced its intention eventually to 
render an interim report on those phases 
only. Hearings were thereafter conducted in 
all of the major cities of Canada and were 
concluded on the twenty-second of July in 
Montreal. At that time the commission an- 
nounced that it would prepare an interim re- 
port on oil and gas and would not conduct 
any further hearings until after that report. 
In the meantime, Prime Minister Diefen- 
baker had stated in his campaign for re-elec- 
tion that if the Borden Commission Report 
justified export of gas, the government 
would not hold it up.* Also in the meantime, 
it was announced that it was definitely the 
intention of the government to establish a 
national energy board for Canada.‘ 

The entire Canadian oil and gas industry 
is anxiously awaiting the commission’s in- 
terim report. And rightly so, for it will cast 
the mold for the Canadian gas business for 
years to come. 

Now, I cannot properly try to predict for 
you what that report will contain. Even if I 





€ gas, 


nt of 
XCite- 
did at 
’ pro- 
stern 
Fed- 
states 
filed 
sing 
berta 
"spe- 
‘ister 
O ac- 
it on 

the 
-om- 


APPENDIX 


could, I would not be so foolish as to run 
the risk of being wrong! 

We can, however, profitably spend a few 
minutes reviewing the Canadian scene and 
the present posture of the gas business in 
Canada and see if we can draw from them 
some guides as to what the present and fu- 
ture hold. 


The Changing Canadian Scene 


INCE World War II Canada has truly 
s come of age as a world power. For a 
country of only fifteen and one-half million 
people® her progress in all fields has been 
nothing short of phenomenal. 

In the field of international affairs, Can- 
ada has played and continues to play a major 
role, both economically and in constructive 
leadership, in the United Nations and in 
most of the free world’s international efforts. 
Its contributions to the joint Canadian-U.S. 
program for defense of the North American 
continent are particularly significant.® 

During the same period the whole econo- 
my of Canada has been growing and chang- 
ing rapidly. In addition to very substantial 
growths in population, agriculture, indus- 
trial production, and other traditional areas 
of Canadian economic endeavor, there has 
been a tremendous increase in the activity of 
resources development industries, particu- 
larly with respect to hydroelectric power, 
iron ore, nickel, copper, uranium, aluminum 
processing, and petroleum. Along with this 
the Canadian economy has, of course, been 
undergoing substantial diversification, with 
manufacturing and resources development 
playing a much larger part and with agricul- 
ture playing a much smaller part in the total 
economy and with exports taking a signifi- 
cantly smaller percentage of the gross na- 
tional product.” 


Gas Reserves 


ART and parcel of this development has 
been the development of the Canadian 
natural gas industry in the past ten years. 
Prior to that time proved oil and natural gas 
reserves were so smail as to be significant 


only in the areas of production, Following 


the discovery in 1947 of the Leduc oil field 
in central Alberta, however, a true “oil 
boom” commenced in western Canada. Dis- 


covery of the large Pincher Creek gas field 
in the southern foothills of Alberta in 1948 
placed natural gas squarely in the boom. 
Since that time oil and gas producers have 
poured over $3 billion into exploration, de- 
velopment, and producing operations in Can- 
ada. As you all know, these efforts have 
been extremely successful. 

Prior to the discovery of Leduc in 1947, 
the total proved gas reserves in Alberta were 
probably less than two trillion feet. The en- 
gineering firm of DeGolyer and MacNaugh- 
ton has recently estimated proved gas re- 
serves available for sale in Alberta at Janu- 
ary 1, 1958, as in excess of 19 trillion feet. 
The staff of the Oil and Gas Conservation 
Board of Alberta gave a similar estimate as 
of the same date with an estimate of 21 tril- 
lion feet of “established” reserves.® 


B* the most conservative standards, 
proved gas reserves have grown at the 
rate of two trillion feet per year over the 
past eight years; and this at a time when, as 
the oil and gas producers put it, “We weren’t 
even looking for gas.”!° This growth rate of 
some two trillion feet a year is expected to 
prevail for some time into the future. 

Various projections have been made with 
respect to the potential ultimate gas reserves 
to be discovered in Alberta and western Can- 
ada. These projections indicate reasonable 
expectations of from 60 to 80 trillion feet 
for the Province of Alberta! and a poten- 
tial of possibly 300 trillion feet for the en- 
tire western Canadian basin.!* Obviously, 
western Canada is now definitely established 
as one of the major gas areas of the Conti- 
nent. 


Pipelines—Existing and Proposed 


ope Canadian gas pipeline business is 
also now definitely established. In ad- 
dition to extensive construction of pipelines 
in Alberta, Saskatchewan, and northern 
British Columbia to serve the local markets 
with local gas, two new, long-distance pipe- 
lines will serve the remaining Canadian 
markets. 

The Westcoast Transmission Company’s 
30-inch pipeline project from the Peace 
River area of northern British Columbia 
and Alberta south to Vancouver was com- 
pleted and placed in operation in the fall of 


NOVEMBER 6, 1958 





PUBLIC UTILITIES FORTNIGHTLY 


1957. This project serves most of the eco- 
nomically accessible markets in British Co- 
lumbia with northern British Columbia and 
northwestern Alberta gas. 

The 2,300-mile pipeline project of Trans- 
Canada Pipe Lines Limited will be complet- 
ed and placed in full operation by November 
of this year. This system, the longest in the 
world, extends from southern Alberta gas 
fields eastward through the Provinces of 
Saskatchewan, Manitoba, Ontario, and Que- 
bec and will serve Alberta gas to the remain- 
ing population centers of Canada, including 
Regina, Winnipeg, Port Arthur, Fort Wil- 
liam, Toronto, Ottawa, and Montreal. 

When the Trans-Canada system goes into 
full operation this fall, virtually all of the 
economically accessible markets in Canada 
will be served with western Canadian gas. 


N addition to this coverage of Canadian 
markets, there are at present two exports 

of gas from Canada to the United States. 
Westcoast Transmission Company is ex- 
porting substantial volumes of gas to Pacific 
Northwest Pipeline Corporation for use in 
meeting a substantial portion of its require- 
ments in the states of Washington and Ore- 
gon. For several years now, Montana Power 
Company has been importing gas into Mon- 
tana from southern Alberta for use in serv- 
ing its markets in Montana. 

Alberta has committed under permits for 
all existing projects serving markets outside 
of Alberta approximately six trillion feet, 
removable over the next twenty-five years at 
allowable maximum daily withdrawal rates 
aggregating approximately one billion feet. 
There has been no permit granted for a ma- 
jor project out of Alberta since the Trans- 
Canada permit for 4.35 trillion feet was 
granted in May of 1954. Discoveries have 
continued, however, and with each additional 
discovery the possibility of additional gas 
being declared “surplus” to the needs of Al- 
berta has become more and more a proba- 
bility. 


A you might expect, this potentially “sur- 
plus” gas is not going begging. In fact, 
it is being pursued, like the farmer’s beauti- 
ful daughter, by at least three suitors. 
Westcoast Transmission Company Lim- 
ited has applied in Alberta for a permit to 
remove a total of 1.3 trillion feet over twen- 
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ty-five years at an average daily flow of 150 
million feet. This is a new project not inter- 
connected with the existing Westcoast facili- 
ties. It would extend from the southern Al- 
berta foothills area south to tie into the Pa- 
cific Northwest Pipeline Corporation system, 
with the gas destined for southern California 
through a new line proposed by El Paso 
Natural Gas Company. The ultimate capaci- 
ty of this 30-inch system out of Alberta 
would be 660 million feet per day. 

Alberta and Southern Gas Company have 
applied in Alberta for a permit to remove a 
total of 4.2 trillion feet over twenty-five 
years at an average daily flow of 460 million 
feet. This project, sponsored by Pacific Gas 
and Electric Company, is the proposed 36- 
inch pipeline from the southern and western 
Alberta foothills area south to the San Fran- 
cisco area, The ultimate input capacity of 
this system would be 880 million feet per day. 

Both the Westcoast and the Alberta and 
Southern applications have been heard by 
the Conservation Board of Alberta and are 
pending decision, They will probably not be 
decided until after the Borden Commission 
issues its interim report. 


N addition, Trans-Canada Pipe Lines has 
announced that it will soon apply for ad- 
ditional gas for expected increases in market 
requirements. As many of you know, there 
is now pending before the Federal Power 
Commission of the United States a proposal 
under which Trans-Canada would export 
200 million feet of gas per day into the mid- 
western United States. Also, Trans-Canada’s 
Canadian market requirements are expected 
to increase substantially over the next sever- 
al years. Trans-Canada estimated to the Bor- 
den Commission and the Alberta Conserva- 
tion Board that it will need, in the next five 
years, 25-year permits for an additional 6.2 
trillion feet to serve the expected increased 
Canadian requirements and the proposed ex- 
port market. 


Facets of the Canadian Gas Picture 


HERE we have in general the basic, raw 
facts. However, the picture of the 
changing Canadian scene in general and the 
development of the gas industry in particu- 
lar is more than raw facts; it is indeed a 
“many splendored thing.” It is a picture with 





APPENDIX 


many facets. It has at least five important 
facets which must be considered in any ap- 
praisal of the Canadian natural gas situa- 
tion. 

First, the needs and desires of the gas 
producers have generated constantly increas- 
ing pressure for market outlets. The pro- 
ducers have invested staggering sums of 
money in exploration and development and 
want to market their gas as quickly as pos- 
sible at the best price obtainable and move 
on to the discovery of new reserves. They 
have been frustrated in the realization of this 
desire for it is only now, some ten years 
after major discoveries, that the newly con- 
structed, large pipelines will be able to take 
substantial quantities of gas. There is now 
tremendous pressure for additional markets 
and as more and more gas reserves are dis- 
covered, this pressure will continue to build 
up. The producers have support, too, The 
existing and proposed large pipelines, each 
in varying degrees, support export because 
each has export markets it desires to serve. 
The government of Alberta supports more 
export. By and large, the distributing com- 
panies do not oppose it. Indeed, there is a 
general recognition in the industry that ad- 
ditional sizable markets must soon be made 
available to encourage continued explora- 
tion and that export to the United States is 
necessary to supplement the Canadian mar- 
kets. 


FT facet is the unique position oc- 
cupied by the Province of Alberta. 
Probably 85 to 90 per cent of the present 
proved reserves of Canada are located in 
Alberta. Under existing law and policies in 
Canada, Alberta has the jurisdiction to de- 
termine whether or not gas is surplus to the 
needs of Alberta. Only after Alberta has de- 
termined that surplus gas exists can it be 
removed from the Province, even to serve 
Canadian markets. There have been those 
who questioned the “constitutionality” of 
Alberta’s exercise of this jurisdiction. How- 
ever, the question of constitutionality has 
not been litigated and the federal govern- 
ment of Canada has in the past recognized 
Alberta’s position as a policy matter. 
Heretofore, Alberta has permitted the 
Conservation Board to grant permits to re- 
move gas only if it was “in the public inter- 
est to do so, having regard to the present 


and future needs of persons within the Prov- 
ince.”28 Under this provision the Conserva- 
tion Board has in the past reserved for pro- 
vincial needs specific fields of established 
reserves sufficient to meet the expected 30- 
year growing requirements of the Province 
plus sufficient reserves remaining during the 
thirtieth year to meet peak deliverability re- 
quirements for that thirtieth year. 


HIs test, in effect, has required the res- 

ervation of specific, presently estab- 
lished reserves of from 140 to 155 per cent of 
the full 30-year requirements of the Province. 
As you can appreciate, this rather stringent 
requirement has reduced considerably the 
amount of gas which might otherwise have 
been available for the construction of pipe- 
lines from the Province of Alberta. “How,” 
you say, “could this happen?” Why have 
not the lessors owning royalty risen up in 
mass and insisted upon markets or litigated 
the constitutionality of Alberta’s policy? The 
quick answer to that question is that the 
royalty owner is the government of Alberta, 
for it owns the minerals under most of Al- 
berta’s lands. 

However, in 1956 the Alberta statute was 
revised so that now the board is to regard 
not only the present and future needs of 
persons within the Province but also the “es- 
tablished reserves and the trends in growth 
and discovery of reserves of gas in the Prov- 
ince.” !* It will be interesting to see what test 
the Conservation Board will apply under 
this revised provision. If, for example, the 
board relies on trends and growth in discov- 
ery of reserves to in part meet the future re- 
quirements of the Province, additional 
proved reserves will be available immediate- 
ly for removal from the Province. 


HE third facet is a side effect of the tre- 

mendous general economic growth in 
Canada. Canada’s unfavorable balance of 
trade with the United States has become in- 
creasingly unfavorable over recent years. 
During 1957, Canada imported from the 
United States over $1 billion of goods and 
services more than it exported to the United 
States.5 This has caused genuine alarm 
among Canadians and Prime Minister Dief- 
enbaker pledged, in his recent campaign for 
re-election, to correct at least partially the 
imbalance of trade between Canada and the 
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United States. One way to do this, of course, 
is to increase the export of gas to the United 
States. 

The fourth facet is a growing sense of 
nationalism and national destiny in Canada. 
This nationalism is, it seems to me, a natural 
result of the tremendous growth and expan- 
sion of recent years and of Canada’s increas- 
ing importance in the international scene. 
We have heard others say that this is “anti- 
Americanism.” I do not believe this is so. It 
is simply “pro-Canadianism.” Coupled with 
this “pro-Canadianism,” however, is a de- 
termination to deal firmly with the United 
States in all problems arising between the 
two countries, and to make certain that we 
are aware of Canada’s problems and that we 
do not continue to take her so much for 
granted. 


em fifth and last facet is a widespread 
awareness in Canada of the magnitude 
and importance of Canadian energy re- 
sources and the relative decline of the energy 
resources of the United States. Coupled with 
this awareness is a determination that Can- 
ada will not sell itself short by exporting 
needed energy to the United States. Canadi- 
ans have studied in great detail the extent of 
their newly discovered sources of energy. 
They have also studied in great detail our 
Paley Commission Report,!® and are well 
aware of our growing need, over the long 
term, to import many resources, including 
energy and sources of energy. They are 
planning their future so as to assure that 
Canada will retain enough energy-to meet its 
reasonably foreseeable needs and that it will 
export only what is reasonably surplus. The 
most dramatic evidence of this planning is 
the existence of the Borden Commission and 
the proposal to establish a national energy 
board. 


HESE as I see them are the main facets 

to the Canadian gas picture. How will 
they fit together? Which of them will be 
more important? Your guess is as good as 
mine, I do. believe this, however: All of 
them will have some place in the ultimate 
solution. Thus, the pressure for export mar- 
kets to furnish an outlet for capped reserves 
and the need for additional exports to the 
United States to help improve the balance of 
trade will have an influence favoring export. 
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On the other hand, the determination of the 
government of Canada and Alberta to see 
that their own future needs are met will dic- 
tate a policy of caution. And, finally, the ef- 
forts of the producers, Alberta’s position as 
royalty owner, and the growing nationalistic 
and independent feeling in Canada will dic- 
tate that there will be no “bargain basement 
sales” in Alberta or at the border and that 
Canada will get full credit in its overall re- 
lations with the United States for contrib- 
uting valuable energy resources to the 
United States needs. 


What Bearing? 


HAT bearing does all this have on im- 
port-export problems ? Of course, it has 
a very decisive, all-important bearing. 

First, will there be substantial quantities 
of Canadian gas available for export? For 
the long range, it appears that there will be 
sizable quantities available. It was predicted 
last year by the Royal Commission on 
Canada’s Economic Prospects that by 1980 
Canada will be consuming two trillion feet of 
gas per year and will have available for ex- 
port to the United States one trillion feet 
per year.!” That is the equivalent of five fully 
powered, 30-inch pipelines. 

The short-range picture is not so clear, 
however. If both Alberta and Canada “opened 
the gates” and relied upon future discoveries 
to meet future Canadian needs, there would 
be enough proved reserves available to launch 
immediately all three of the proposed exports 
I have described. On the other hand, if 
Canada applies the same 30-year deliverabil- 
ity test that Alberta has applied in the past 
for determining what is surplus, there will 
be very little gas available for immediate ex- 
port. The logical conclusion is that Canada 
will not choose either extreme, for neither 
would take into account all of the facets we 
have discussed. As to the final answer, we 
can only wait and see. 


ae aot and probably more important, 
the declaration of a Canadian national 
energy policy will “clear the air.” Both 
Canada and the United States will know, over 
the short and long range, what to expect in 
the way of terms and conditions under which 
gas will be available for import from Canada. 
The general “public interest” in Canada will 
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have been declared. The groundwork will 
have been laid for close co-operation between 
the governments and governmental agencies 
of both countries in solving any problem, 
large or small, which may arise. 


HERE are those who say that the United 

States will be at a disadvantage because 
we shall not have such a national energy 
board and such a declaration of energy policy, 
and that we must have additional legislation 
and possibly a treaty to deal properly with 
problems which may arise. Whether or not 
this will be so, I think, depends upon how 
well we use the tools we have in the Natural 
Gas Act and in the inherent powers of the 
President and how we approach the subject 
of imports. 

Surely Congress, by placing exports and 
imports in a separate section of the Natural 
Gas Act and providing a different standard 
for the issuance of permits, must have in- 
tended that the broad public interest be con- 
sidered, Further, the requirement in the 
President’s Executive Order Number 10485 
that favorable recommendations must be ob- 


€ 


tained from the Secretaries of State and De- 
fense prior to issuance of presidential per- 
mits must have been for the purpose of mak- 
ing certain that international relations and 
national defense be taken into account. 


T seems to me that these provisions give 
the Federal Power Commission, acting in 
conjunction with the executive branch of the 
government, all the power it needs to de- 
termine the broad public interest of the 
United States and to deal properly with im- 
ports and exports. Especially is this so if the 
problems are approached in both countries 
in the light of our long friendly relations and 
with regard to the well-being of both coun- 
tries. As the late Chief Justice Charles Evans 
Hughes said when, as Secretary of State, he 
addressed the Canadian Bar Association at 
Montreal in 1923: “We rejoice in our long 
friendship and in permanent peace and it 
would be a shortsighted view that either of 
us has any real interest which is to be pro- 
moted without regard to the well-being of the 
other and the considerate treatment which 
conditions good will.”!8 
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Regulatory Problems Arising in Connection with the 
Adjustment of Rail Passenger Service 


By CHARLES W. BURKETT, JR.* 


NE of today’s great challenges to railroad 
management is the taking of steps to 
alleviate the increasing losses incurred in the 
operation of passenger trains. Since the 
primary cause of these losses has been de- 
clining patronage as brought about by the 
transportation revolution in passenger travel 
of the last thirty years, it is inevitable that 
one of the steps taken by management to meet 
the challenge should consist of adjustments 
of service through discontinuance or con- 
solidation of trains. I think it is fair to say 
that railroad management determines to make 
such adjustments only when experience has 
demonstrated that there is no practical way 
of increasing patronage on the particular 
trains and it is abundantly clear that the 
trains in question are operated at actual out- 
of-pocket losses. It is the regulatory prob- 
lems inherent in bringing about these discon- 
tinuances or consolidations which I shall here 
discuss. 

My personal experience with these prob- 
lems has been limited to the western states 
in which Southern Pacific Company operates, 
and accordingly my discussion will to some 
extent be confined to the problems as they 
there exist, although it is apparent that they 
have a definitely national pattern. 


Jurisdiction of Regulatory Commissions 


T is indeed timely to be considering here 
today the jurisdiction of regulatory com- 
missions over passenger train discontinu- 
ances, because of the substantial changes ef- 
fected in the jurisdiction by certain provi- 
sions in the Transportation Act of 1958, 
signed by President Eisenhower into law on 
August 12, 1958. Prior to this legislation the 
Interstate Commerce Commission, although 
possessing plenary jurisdiction over the 
abandonment of any portion of a line of rail- 
road, even though located entirely within the 
confines of a single state, had no jurisdiction 
over the discontinuance of passenger train 
service rendered by a railroad subject to its 
jurisdiction, regardless of whether that 


*General attorney, Southern Pacific Company, 
San Francisco, California. 
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service had an intrastate or an interstate 
character.? 

Thus, state commissions—and state com- 
missions alone—had jurisdiction over pas- 
senger train service, and this jurisdiction ex- 
tended not only to trains operating exclusive- 
ly within a state but also to any intrastate 
service provided by interstate trains.* But 
when it came to the actual interstate service 
of an interstate train, the state commissions 
were without jurisdiction, and therefore it 
was not necessary for a railroad to secure any 
commission approval for the discontinuance 
of such service. 


s a result of the Transportation Act of 
1958, railroads desiring to discontinue 
interstate trains providing an intrastate serv- 
ice have an option of invoking the jurisdic- 
tion of either state commissions or the Inter- 
state Commerce Commission. A railroad de- 
siring to discontinue a train operating be- 
tween a point in one state and a point in an- 
other state may follow the same procedure 
as previously, of securing no commission ap- 
proval with respect to the interstate opera- 
tion of the train, and securing whatever au- 
thority may be required from state commis- 
sions with respect to the intrastate operations 
of the train. 

As an alternative, the railroad may file with 
the Interstate Commerce Commission a 
notice thirty days in advance of the proposed 
discontinuance of the interstate train. If the 
Interstate Commerce Commission takes no 
affirmative action, the railroad may proceed 
to make effective the proposed discontinuance 
as to intrastate as well as interstate service 
rendered by the train, “the laws or Constitu- 


1 Palmer v. Massachusetts (1939) 308 US 79, 31 
PUR NS 242, 84 L ed 93, 60 S Ct 34; Wisconsin R. 
Commission v. Chicago & N.W. R. Co. (1924) 87 
ICC 195; Public Convenience Appl. of K.C.S. Ry. 
(1925) 94 ICC 691; Morris & Essex R. Co. pro- 
posed abandonment (1931) 175 ICC 49; New Jer- 
sey & N. Y. R. R. Co. passenger train operation 
(NJ 1956) 299 ICC 41; petition to enjoin order dis- 
missed, Banta v. United States (DC NJ 1957) 152 
F Supp 59, affirmed, 355 US 34. 

2 Alabama Pub. Service Commission v. Southern 
R. Co. (1951) 341 US 341, 909 PUR NS 308, 95 L 
ed 1002, 71 S Ct 762. 
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tion of any state, or the decision or order of, 
or the pendency of any proceeding before, 
any court or state authority to the contrary 
notwithstanding.” 

Upon the filing of this notice, the Inter- 
state Commerce Commission, however, has 
authority, either upon complaint or upon 
its own initiative without complaint, to in- 
stitute an investigation of the proposed dis- 
continuance. That commission also has au- 
thority, between the filing of the notice and 
ten days prior to the effective date of the pro- 
posed discontinuance, to require the train to 
be continued in operation pending hearing 
and decision in such investigation, but not for 
a longer period than four months beyond the 
original effective date of the proposed discon- 
tinuance, 

If, after a hearing in the investigation, 
whether it be concluded before or after the 
discontinuance may have become effective, 
the commission finds that the operation of the 
train “is required by public convenience and 
necessity and will not unduly burden inter- 
state or foreign commerce,” the commission 
may require the continuation or the restora- 
tion of the service for a period not to exceed 
one year. Upon the expiration of this one- 
year period the railroad may again attempt 
to discontinue the operation of the train by 
invoking the jurisdiction of either state com- 
missions or the Interstate Commerce Com- 
mission. 


T HE Transportation Act of 1958 also has 
a provision affecting the operation of 
trains wholly within the boundaries of a 
single state. Where the state commission has 
denied an application for authority to dis- 
continue the operation of trains wholly with- 
in the state, or has not acted finally on such 
an application within 120 days after its pres- 
entation, the railroad may petition the Inter- 
state Commerce Commission for authority to 
effect the sought discontinuance. That com- 
mission is empowered to authorize the dis- 
continuance if, after a full hearing, it finds 
“(a) the present or future public convenience 
and necessity permit of such discontinuance” 
and “(b) the continued operation . . . will 
constitute an unjust and undue burden upon 
the interstate operations of such carrier... 
or upon interstate commerce.” 

All of the aforesaid provisions of the 
Transportation Act of 1958 apply to the op- 


eration of ferries as well as trains, and relate 
to changes in as well as outright discor- 
tinuances of service.* 


Evidence to Be Presented by Utility 


HE evidence to be presented by a railroad 

in train discontinuance proceedings be- 
fore state commissions is generally directed 
to showing that public convenience and neces- 
sity no longer require the operation of the 
train service. The term “public convenience 
and necessity” in these proceedings has often 
been broadened so as to encompass the cost 
to the railroad of providing the service, as 
well as the use made by the railroad of the 
service and the availability and adequacy of 
other transportation facilities.* But, regard- 
less of whether, as a matter of semantics, the 
term “public convenience and necessity” is 
so interpreted, the cost to the railroad of pro- 
viding a train service is one of the accepted 
criteria of determining train discontinuance 
cases. 

In three states the railroad’s evidence may 
be confined to the cost of providing the train 
service. Texas and Kentucky have statutes 
requiring their respective state commissions 
to authorize a discontinuance when it is 
shown that the operation of a train is at a 
loss.5 Tennessee has a statute requiring the 
public utilities commission to authorize dis- 
continuance of a passenger train “when it 
shall be made to appear that for a period of 
twelve months or more, the direct operating 
costs of such train have exceeded the ag- 
gregate gross revenues therefrom by more 
than 30 per cent.’ 

The presentation of this same basic evi- 
dence before the Interstate Commerce 
Commission appears contemplated by the 
Transportation Act of 1958 at hearings on 
either an investigation of the proposed dis- 


3 Section 13a of Interstate Commerce Act, as in- 
serted by § 5 of Transportation Act of 1958. 

4Illinois Central R. Co, v. Illinois Commerce 
Commission (1951) 410 Ill 77, 101 NE2d 588, 590; 
Pennsylvania R. Co. v. New Jersey Pub. Utility 
Commissioners (1957) 48 NJ Super 216, 137 A2d 
76, 81; Southern R. Co. v. Virginia (1955) 196 Va 
1086, 86 SE2d 839, 841. 

5 Texas & N.O. R. Co. v. Railroad Commission 
(Tex 1949) 220 SW2d 273; Kentucky v. Illinois 
C. R. Co. (Ky Ct App 1957) 18 PUR3d 288, 299 
SW2d 803. 

6 Louisville & N. R. Co. v. Hammer (1951) 191 
Tenn 700, 236 SW2d 971. 
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continuance of a train between points in dif- 
ferent states or an application to discontinue 
a train between points in the same state. The 
findings to be made by the commission in 
both of said proceedings pertain to the exist- 
ence of public convenience and necessity and 
whether the continued operation of the train 
constitutes an undue burden on interstate 
commerce, and the most effective way to es- 
tablish that burden is to show that the train 
is operated at an out-of-pocket loss. 

The cost of providing a service—i.e., its 
out-of-pocket loss—represents the amount by 
which the revenues yielded by the service 
fail to meet the out-of-pocket cost of provid- 
ing the service. Actual revenues are readily 
obtainable from ticket collections and ac- 
counting records, but the costs, other than 
crew wages and fuel, can only be established 
on the basis of estimates. The making of these 
estimates requires extensive technical work, 
and for this and other reasons the scope of 
the cost items presented in passenger train 
discontinuance cases differs from railroad to 
railroad. Some railroads present an estimate 
of all out-of-pocket costs, such as main- 
tenance of way and structure and traffic ex- 
pense, which have been shown by experience 
to decrease when a train is discontinued. 
Other railroads show those costs attributable 
to the physical operation of the trains them- 
selves, which costs are sometimes referred 
to as “above the wheel costs” and include such 
expenses as equipment repair and deprecia- 
tion. Still other railroads show only a few 
selected expenses ; ¢.g., wages, fuel, and car- 
cleaning expenses. 


Kx the cost items to be presented by the 
same railroad may occasionally vary 
from proceeding to proceeding. For example, 
Southern Pacific Company generally presents 
a showing of full out-of-pocket costs, and yet 
in a recent application to discontinue a pair 
of New Mexico intrastate trains it presented 
only wages, fuel, and car-cleaning expenses. 
This was because, in that particular proceed- 
ing, the expenses from the three aforesaid 
items aggregated $296.68 a day and yet the 
revenues averaged only 21 cents a day.” With 
such disparity it was considered expedient 


7 Decision, May 12, 1958, state corporation com- 
mission of New Mexico, Docket No. 400, discon- 
tinuance of daily local passenger service by Southern 
Pacific Company from Mt. Riley to Rodeo, New 
Mexico. 
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to avoid the extensive testimony and argu- 
ment which would necessarily be inherent in 
a presentation of full out-of-pocket costs. 
Even when full out-of-pocket costs are 
shown, attempts are rarely made to appraise 
the adverse effect a passenger train opera- 
tion may have upon freight train operations. 
And when known to exist, it is quite difficult 
to evaluate its exact effect. This sometimes 
can be shown to a degree by general state- 
ments by operating officers; however, the 
only way it can be measured specifically is 
by the making of a “redispatch” study, which 
is designed to determine the approximate 
benefits to be derived from a change in pres- 
ent operating conditions by studying the 
records of the train dispatcher for a selected 
time period and then redispatching all trains 
on the assumption that the changed condi- 


tions in question had been in existence. Not 


only is this a difficult and time-consuming 
chore, but it is necessarily provocative of ex- 
tensive cross-examination by representatives 
of the railroad labor unions, who are ever 
present as protestants in these proceedings 
and usually possess a wide knowledge of the 
operating conditions affecting the dispatching 
of trains. In spite of these obstacles we did 
present that evidence in a proceeding in 1955 
before the California Public Utilities Com- 
mission, which accepted it as showing “that 
important savings in freight operations time 
will result from a reduction in passenger 
service.” 


; i use made of a train is easily de- 
veloped and can best be shown on the 
basis of the average daily number of pas- 
sengers over a year’s period as developed 
from an actual record for the year or an ap- 
propriate test period. This is usually supple- 
mented by showing the average number of 
passengers per day entraining and detraining 
at individual stations. The latter may prove 
invaluable in meeting the protests of an in- 
dividual locality if it shows, as it often does, 
that only one or two persons per day are 
there using the train. It also provides an in- 
dication of the overall use the train is receiv- 
ing from terminal to terminal. A more 


8 Re Northwestern P. R. Co. (Cal) Decision No. 
52991, Application No. 37294, May 1, 1956. Applica- 
tion of Northwestern Pacific Railroad Company to 
discontinue operation of passenger trains Nos. 3 and 
4 between San Rafael and Willits and between South 
Fork and Eureka. 
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analytical method of demonstrating overall 
use is the development of the average pas- 
senger miles per train mile of the particular 
train. 

The current use of a train can also be ef- 
fectively compared with its use in correspond- 
ing years, showing, as it usually does, a con- 
sistently declining patronage. This decline 
can sometimes be vividly depicted in graph 
form. 


ce service of other common carriers is 
established through the presentation of 
their published time schedules. A compre- 
hensive compilation of these schedules by air 
and bus, as well as by rail, can often reveal 
such a frequency and availability of varied 
types of service as to persuasively demon- 
strate that the public would be but slightly 
affected by the proposed discontinuance, This 
evidence is often supplemented by com- 
parisons of the fares by rail, on the one hand, 
and by the other common carriers, on the 
other hand. These comparisons, establishing 
—as they usually do—that air-line fares are 
little or no higher than first-class rail fares, 
and that bus fares are lower than coach rail 
fares, provide further evidence as to the ef- 
fect on the public of the proposed discon- 
tinuance. 

In addition, it is often possible to secure 
from other common carriers, and present in 
evidence, the number of persons patronizing 
their services. This evidence is useful in es- 
tablishing a general public acceptance of these 
other services. It proved particularly so in a 
recent proceeding in which Southern Pacific 
was attempting to discontinue certain trains 
between two cities approximately 100 miles 
apart. We had presented evidence of various 
air-line schedules between the cities, but the 
protestants contended that the time required 
to get to and from the respective airports was 
so great that the air-line service could not be 
accepted as any practical substitute for the 
train service. ] think we were able to meet 
successfully this contention by showing that 
the number of passengers using the air serv- 
ice was twice that of the passengers using all 
passenger train service between the two cities. 

Aside from presenting the basic evi- 
dence respecting public convenience and 
necessity, it sometimes appears appropriate 
to present evidence on the overall financial 
condition of the railroad. This evidence may 
range from a mere showing of rate of return 
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to executive testimony describing in detail 
why the earning requirements of the railroad 
compel all possible eliminations of out-of- 
pocket losses. The determination to present 
this evidence hinges upon several considera- 
tions, including the amount of loss in issue 
in the particular proceeding, the hazard that 
the evidence will lead to so much cross-ex- 
amination as to prevent submission of the 
proceeding during the time assigned for 
hearings, and the attitude the particular com- 
mission would be expected to have to its 
presentation. In at least two states, New Jer- 
sey and Virginia, “the nature and productive- 
ness of the corporate business as a whole” 
appear to be a required portion of the rail- 
road’s showing? 

Other evidence which is sometimes pre- 
sented consists of testimony by representative 
shippers of substantial quantities of freight 
expressing their objection to the railroad’s 
sustaining out-of-pocket losses in the opera- 
tion of passenger trains, which must inevi- 
tably be made up by freight shippers in one 
form or another. The decision to present this 
evidence is determined by the same considera- 
tions I have referred to with respect to the 
evidence of the railroad’s overall financial 
condition. If this evidence is presented, 
freight shippers have proven to be quite 
willing, if not eager, to appear and testify. 


Contentions of Protestants 


HE evidence of protestants in train dis- 

continuance proceedings follows more 
or less a stereotyped form, consisting mainly 
of resolutions of city councils, chambers of 
commerce, and other civic associations that a 
train is “needed,” and testimony by indi- 
viduals to this effect. This testimony can 
sometimes be quite effectively met—as I have 
indicated—by showing that the average num- 
ber of passengers entraining or detraining at 
a particular locality is actually very small. 
Cross-examination of persons appearing in 
an individual capacity will frequently de- 
velop that the only time the individual 
chooses to use the service is on the rare oc- 
casions when it is not convenient for him to 
use his private automobile or airports are 
closed by inclement weather ; i.¢., that he only 





9 Pennsylvania R. Co. v. New Jersey Pub. Utility 
Commissioners (1957) 48 NJ Super 216, 137 A2d 
76; Southern R. Co. v. Virginia (1955) 196 Va 
1086, 86 SE2d 839, 841. 
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desires the passenger train as a stand-by 
service. 

It is not often that any serious attempt is 
made to challenge the railroad’s contention 
that a train is operating at an out-of-pocket 
loss. The attack by protestants here is rather 
in the nature of a plea of “confession and 
avoidance” ; namely, advancing the allegation 
that the loss could be converted into a profit 
if the railroad were to improve the service 
by using newer equipment, having a faster 
schedule, reducing fares, improving on-time 
performance, having stations open longer 
hours, doing more advertising, having dif- 
ferent departure and arrival times, or adopt- 
ing such innovations as free meal service. 
These allegations can best be met by the 
testimony of passenger traffic officers, who 
can discuss them in detail and explain why, 
on the basis of experience, neither they nor 
any other action could improve the earning 
position of the trains in issue. 

The effect of these allegations is weak- 
ened considerably if the railroad, prior 
to the discontinuance proceeding, has been 
operating the train with the best possible 
equipment, has a record of good on-time per- 
formance, and has done a maximum amount 
of advertising to promote the train—and the 
existence of these factors, I can subscribe 
from personal experience, makes the task of 
railroad counsel an easier one. 

Although representatives of the railroad 
operating unions appear and actively par- 
ticipate as protestants, they usually disclaim 
having any interest in job protection and in- 
sist that their sole interest is seeing that ade- 
quate passenger train service is maintained 
for the benefit of the traveling public. These 
union representatives rarely present any evi- 
dence, but rather subject the railroad wit- 
nesses to extensive and vociferous cross- 
examination. 


Judicial Reivew of Commission Decisions 
HE avenues for review in state courts of 
decisions of state regulatory commis- 

sions in train discontinuance cases necessarily 
vary among the respective states, as does the 
review of all matters affecting public utili- 
ties, from a complete trial de novo in a trial 
court of general jurisdiction (Arizona) to a 
very limited review by the filing of a petition 
for review in the highest appellate court, 
which that court may deny without opinion 
(California). 
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Courts in a majority of states follow the 
doctrine of making an independent review of 
a commission finding that public convenience 
and necessity require the continuation of a 
passenger train, by weighing the financial 
hardship of the carrier occasioned by con- 
tinuing the service against the inconvenience 
to the public occasioned by discontinuation of 
the service. The courts following this doctrine 
will set aside a finding of public convenience 
and necessity as not supported by substantial 
evidence or as arbitrary when the balance is 
on the side of hardship on the carrier. 

Courts in a minority of states follow the 
doctrine of making no independent review of 
a commission’s finding™ that public conven- 
ience and necessity require the continued 


10 Arizona Corp. Commission v. Southern P. Co. 
(Ariz Sup Ct 1940) 55 Ariz 173, 99 P2d 702; At- 
lantic Coast Line R. Co. v. King (Fla Sup Ct 1950) 
87 PUR NS 525, 49 So2d 89; Re Union P. R. Co. 
(Ida Sup Ct 1943) 64 Ida 597, 134 P2d 1073; 
Thompson v. Illinois Commerce Commission (1953) 
1 Til2d 350, 115 NE2d 622, 624; Atchison, T. & S. F. 
R. Co. v. State Corporation Commission (1958) 182 
Kan 603, 322 P2d 715; Chicago, R. I. & P. R. Co. v. 
Louisiana Pub. Service Commission (1958) 234 La 
462, 23 PUR3d 375, 100 So2d 471; Hessey v. Capi- 
tal Transit Co. (1949) 193 Md 265, 80 PUR NS 
513, 66 A2d 787; Chicago, M., St. P. & P. R. Co. 
v. Michigan Pub. Service Commission (Mich Sup 
Ct 1953) 338 Mich 9, 61 NW2d 24; application of 
Chicago, B. & Q. R. Co. (1958) 166 Neb 29, 87 
NW2d 630; Detroit, T. & I. R. Co. v. Ohio Pub. 
Utilities Commission (Ohio Sup Ct 1954) 161 Ohio 
St 317, 6 PUR3d 319, 119 NE2d 73; St. Louis-S. F. 
R. Co. v. Oklahoma (Okla Sup Ct 1956) 16 
PUR3d 524, 301 P2d 228; Union P. R. Co. v. Pub- 
lic Serv. Commission (Utah Sup Ct 1942) 102 
Utah 465, 132 P2d 128; Southern R. Co. v. Com- 
monwealth (Va Sup Ct App 1955) 196 Va 1086, 86 
SE2d 839. 

11 Alabama Pub. Service Commission v. Atlantic 
Coast Line R. Co. (1950) 253 Ala 559, 45 So2d 
449; Southern P. Co. v. California Pub. Utilities 
Commission (Cal Sup Ct 1953) 41 Cal2d 354, 1 
PUR3d 438, 260 P2d 70; Illinois C. R. Co. w. Indi- 
ana Pub. Service Commission (Ind Sup Ct 1947) 
225 Ind 643, 75 NE2d 900; Minnesota v. Duluth, M. 
& I. R. R. Co. (Minn a Ct 1956) 246 Minn 383, 
75 NWad 398; Chicago, M., St. P. & P. R. Co. wv. 
Montana Railroad Commissioners (Mont Sup Ct 
1953) 126 Mont 568, 99 PUR NS 500, 255 P2d 346; 
Re New Jersey & N.Y. R. Co. (NJ Sup Ct 1953) 
12 NJ 281, 99 PUR NS 451, 96 A2d 526; New York 
C. R. Co. v. New York Pub. Service Commission 
(NY App Div 1951) 278 App Div 725, 89 PUR NS 
389, 103 NYS2d 217, appeal and reargument de- 
nied (1951) 278 App Div 865, 105 NYS2d 383; 
North Carolina v. Atlantic Coast Line R. Co. (NC 
Sup Ct 1953) 238 NC 701, 78 SE2d 780; Chicago, 
M., St. P. & P. R. Co. v. Wisconsin Pub. Service 
Commission (Wis Sup Ct 1954) 267 Wis 402, 66 
NW2d 351. 
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operation of a train at a loss, but treat that 
finding as falling within the expert judg- 
ment or discretion of the commission or as 
being at least prima facie reasonable. 


ECISIONS of state courts upholding orders 
D of state commissions to require rendi- 
tion of a passenger train service at a loss 
have, since a relatively early time, been con- 
sistently affirmed by the United States Su- 
preme Court on the ground that such a re- 
quirement does not violate the due process or 
commerce clauses of the federal Constitu- 
tion. 

The one qualification to this rule has 
been where the loss sustained by a particular 
service was shown to be so great as to 
jeopardize the successful operation of the re- 
maining services of the railroad.!* 

Prior to 1951, statutory three-judge dis- 
trict courts entertained suits to enjoin state 
commission decisions requiring the rendition 
of passenger train service regardless of the 
remedies available in the state courts, and set 


12 St. Louis-S. F. R. Co. v. Gill (1895) 156 US 
649, 665-66; Atlantic Coast Line R. Co. v. North 
Carolina Corp. Commission (1907) 206 US 1, 51 L 
ed 933, 27 S Ct 585; Missouri P. R. Co. v. Kansas ex 
rel Taylor (1910) 216 US 262, 278, 54 L ed 472, 30 
S Ct 330; Chesapeake & O. R. Co. v. Public Service 
Commission (1917) 242 US 603, 61 L ed 520, 37 S 
Ct 234; Puget Sound Traction, Light & P. Co. v. 
Reynolds, 244 US 574, PUR1917F 57, 61 L ed 1325, 
37 S Ct 705; Fort Smith Light & Traction Co. v. 
Bourland, 267 US 330, PUR1925C 604, 69 L ed 631, 
45 S Ct 249; Chicago, M., St. P. & P. R. Co. uv. 
Board of R. R. Commissioners (1953), supra, cert. 
denied, 346 US 823; Re New Jersey & N. Y. R. Co., 
supra, appeal dismissed, New Jersey & N.Y. R. Co. v. 
Board of Pub. Utility Commissioners (1953) 346 
US 868; Southern P. Co. v. California Pub. Utili- 
ties Commission, supra, appeal dismissed (1954) 
346 US 919. 

18 Mississippi R. Commission v. Mobile & O. R. 
yee US 388, PUR1917E 791, 61 L ed 1216, 37 

t 602. 


aside commission orders denying applica- 
tions to discontinue passenger trains in par- 
ticular cases as arbitrary and confiscatory.’* 
In 1951, however, the United States Supreme 
Court, in Alabama Pub. Service Commission 
v. Southern R. Co. 341 US 341, 90 PUR NS 
308, held that statutory three-judge courts 
should not, “as a matter of sound equitable 
discretion,” exercise their jurisdiction in re- 
viewing decisions of state regulatory com- 
missions in passenger train discontinuance 
cases, because an adequate state court review 
of an administrative order based upon pre- 
dominantly local factors was available, the 
usual rule of comity must govern in the exer- 
cise of equitable jurisdiction by the district 
courts, and “whatever rights appellee may 
have are to be pursued through the state 
courts.” 


VW 7itH the Transportation Act of 1958 

only two weeks old, all that can be said 
with respect to the judicial review of pas- 
senger transportation proceedings which may 
be instituted thereunder before the Interstate 
Commerce Commission is that they should 
be subject to the same principles of judicial 
review which have applied to decisions of the 
Interstate Commerce Commission in other 
types of proceedings. 


14Great Northern R. Co. v. Nagle (1936) 16 F 
Supp 532; Northern P. R. Co. v. Montana R. 
Commissioners (1939) 31 PUR NS 250, 28 F Supp 
810; Northern P. R. Co. v. Montana R. Commis- 
sioners (1942) 46 PUR NS 462, 46 F Supp 340; 
Atlantic Coast Line R. Co. v. South Carolina Pub. 
Service Commission (1948) 76 PUR NS 348, 77 
F Supp 675; Chicago, B. & Q. R. Co. v. Montana 
R. Commissioners (1947) 78 F Supp .1010; Chi- 
cago, B. & Q. R. Co. wv. Illinois Commerce Com- 
mission (ND III 1949) 82 F Supp 368; Ann Arbor 
R. Co. v. Michigan Pub. Service Commission (US 
Dist Ct 1950) 91 F Supp 668. 





The Conflict in and Self-destruction of Federal Policies in the 
Field of Small Parcel Transportation 


By tHE HonorasLE EDWARD J. O’MARA* 


NE of the most important and vexatious 
problems faced by many metropolitan 
areas is that of adequate mass transporta- 
tion. The problem has become increasingly 


*Co-chairman, Metropolitan Rapid Transit Com- 
mission, New York—New Jersey, Jersey City. 
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acute in the past twenty or twenty-five years 
for the reasons which I shall briefly outline 
in a moment. The importance of finding a 
solution is self-evident because it takes no 
argument to demonstrate that the economic 
and social well-being of a region is depend- 
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ent upon adequate transit facilities almost 
as much as it is on an adequate supply of 
water, sufficient police and fire protection, 
satisfactory health and sanitary provisions, 
and the many other basic requirements so 
necessary to modern living. 

Therefore, the problem of adequate trans- 
portation is not one solely concerning the 
commuter who leaves his suburban home in 
the morning to proceed to his place of em- 
ployment, and returns to his home after his 
day’s work is finished. The problem is one 
which vitally affects the well-being of the 
entire region. For instance, daily commuters 
to New York city earn in excess of two and 
one-quarter billion dollars a year, most of 
which staggering sum is spent in the com- 
munities in which these commuters reside. 
The ability of the commuter to get to his 
place of business has a direct economic bear- 
ing upon the butcher and the grocer from 
whom he buys his food, the landlord from 
whom he rents his home or apartment, the 
tax collector of his home community, and 
all others who share in the distribution of 
his earnings for the necessities of life. It 
is equally important to the urban center 
which must have an adequate supply of 
personnel to keep the wheels of industry 
and commerce turning. 


Fo the past three years I have been co- 
chairman of the New York—New Jersey 
Metropolitan Rapid Transit Commission, a 
bistate commission appointed by the gover- 
nors of the two states under a law passed 
by the two legislatures. We were charged 
with the duty of studying the present and 
prospective rapid transit needs of the New 
York—New Jersey metropolitan area, 
which includes numerous communities 
within a radius of approximately 50 miles 
from New York city, some in the state of 
New York and some in the ten northern 
counties of the state of New Jersey. During 
the life of the commission, we have con- 
ducted an intensive study of the problem at 
a cost of approximately one million dollars. 
We have employed the foremost consultants 
available in the transportation field, such 
as Charles E. Delew, Coverdale and Col- 
pitts, Ford, Bacon and Davis, the Regional 
Plan Association, and Doctor William Mil- 
ler of Princeton Surveys. 

The study made by these consultants was 
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co-ordinated under the direction of Arthur 
W. Page, as project director. Mr. Page, 
as some of you may remember, was chair- 
man of the working committee of President 
Eisenhower’s Cabinet Committee on Trans- 
portation. At the conclusion of the study, 
Mr. Page made his report to the commis- 
sion. It was widely disseminated and 
numerous public hearings were held on its 
provisions. Seven or eight months later the 
commission made its own report to the 
governors and the legislatures of the two 
states. 


MENTION this not for the purpose of 

discussing the commission’s report in 
any detail, but to indicate that the remarks 
which IJ shall make have particular applica- 
bility to the transit problem in the New 
York—New Jersey area. I assume, how- 
ever, that the same fundamental problem 
exists in many metropolitan areas and 
wherever it exists it differs from the New 
York problem only in incidental respects. 

In our region the problem has been par- 
ticularly acute for a number of years be- 
cause of the necessity of getting many 
thousands of commuters from New Jersey 
across the Hudson river within a few hours 
in the morning and back again within a few 
hours in the evening. It has become in- 
creasingly severe in the past twenty or 
twenty-five years because of the construc- 
tion by the Port of New York Authority of 
vehicular tunnels under the river, such as 
the Holland and Lincoln tunnels, and of the 
George Washington bridge across the river. 
These facilities, together with the vast net- 
work of highways leading to them, have, in 
effect, caused many commuters who for- 
merly traveled by rail to abandon that form 
of transportation in favor of travel by bus 
or automobile. 


HE number of passengers crossing the 

Hudson river by all means of trans- 
portation has been surprisingly stable during 
the past twenty-five years, but there has 
been a marked change in the type of trans- 
portation employed by the commuters due, 
in large measure, to the factors which I 
have just mentioned. There has been a 
striking rise in the number of people who 
use automobiles and bus, and an almost 
equal decline in the use of railroads and 
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ferry. Nevertheless, rail transportation is 
still used by about 50 per cent of the inter- 
state commuters coming into the Manhattan 
area each day. 

When I point out that a private auto- 
mobile carries an average of less than two 
passengers and requires from 200 and 350 
feet of parking area at its destination, that 
one lane of expressway traffic will accom- 
modate only 2,500 passengers per hour, 
whereas one lane of rapid transit railroad 
can accommodate up to 60,000 passengers 
per hour, it becomes apparent that the nub 
of the problem is to halt the flight of the 
commuters from rail to rubber and indeed 
to reverse that trend. 

It has been estimated that if no railroad 
facilities were available to the New York 
commuters, it would be necessary to funnel 
30,000 additional autos into New York city 
daily, requiring bumper-to-bumper parking 
covering 50 miles of Manhattan’s streets. 
As bad as the present traffic situation in 
New York city is, the loss of existing rail 
transit facilities would increase the conges- 
tion to the point where utter stagnation 
would result. 

The increasing use of the automobile and 
the bus has had a disastrous financial effect 
upon the commuter railroads which for- 
merly carried the bulk of the traffic, and has 
forced a drastic curtailment of their service. 


ATURALLY there is a limit beyond which 
N a private corporation cannot go in 
furnishing service at a financial loss. Any- 
one familiar with the history of American 
railroads will readily agree, I am sure, that 
even under the most favorable circumstances 
short-haul passenger service cannot be oper- 
ated at a profit. Nevertheless, it is a service 
which is vitally necessary to the economic 
and social well-being of the nation, for the 
railroad is and always will be the backbone 
of our transportation, especially in times of 
national emergency. 

A striking example of what I mean oc- 
curred a month or so ago in Massachusetts. 
The New York, New Haven & Hartford 
Railroad, which had recently come through 
a reorganization proceeding, operated what 
was known as the Old Colony division, 
furnishing commuter service to the com- 
munities on the south shore, below Boston. 


Under the terms of the reorganization plan, 
the railroad was permitted to discontinue 
the operation of this branch if the revenues 
derived therefrom fell below a certain point. 
The revenues fell far below the designated 
point and some weeks ago the railroad an- 
nounced its intention to discontinue the 
operation of the division. An application 
for an injunction was denied and the rail- 
road did actually suspend operations. The 
ten thousand commuters who depended on 
this service had to fight their way to town 
by whatever means they could find. They 
were, for all practical purposes, stranded, 
unable to reach their place of business with- 
out intolerable delay. It is no exaggeration 
to say that chaos prevailed. The result was 
that after one or two days of suspended 
service, the railroad was induced to resume 
its operation on the promise that the legis- 
lature of Massachusetts would enact a bill 
subsidizing the operation to the extent of 
about $900,000 a year. 


HE most important conclusions which 

have come out of our intensive study 
of the rapid transit problem in the New 
York area might be summarized as follows: 
(1) the transit problem is a regional one 
and its proper solution is essential to the 
economic and social well-being of all of the 
residents of the region; (2) adequate rail 
rapid transit facilities are absolutely es- 
sential to the economic well-being of the 
region; (3) rail commuter service can be 
supplied only at an operating deficit and, 
consequently, some form of public assist- 
ance, either by way of tax relief or direct 
subsidy, is essential if such service is to 
continue; (4) (and this is the only definite 
proposal made to the legislatures of the 
states of New York and New Jersey by the 
commission) a bistate transit district should 
be established with power to consult and 
agree upon local needs with the various 
counties in the region and with the various 
railroads providing suburban transportation 
therein. 

It is only by the creation of such a district 
or agency that the details of a physical 
plan and the method of adequately financing 
such a plan can be arrived at. In our own 
case such a district would have to be 
created by a bistate compact adopted by 
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the legislatures of the two states, with the 
approval of the Congress of the United 
States. That, of course, raises interesting 
legal questions which, however, are by no 
means insuperable. It would require that 
each state will give up to the other compact- 
ing state a measure of control over com- 
merce conducted within its territory and, 
at the same time, will, to some extent, 
extend its jurisdiction into both the intra- 
state commerce of the other compacting 
state and the interstate commerce between 
the two states. 

To us in the New York region, such a 
problem holds no terrors. We have as a 
prototype the compact between New York 
and New Jersey, creating the Port of New 
York Authority, which has been in existence 
for approximately thirty-five years, and is 
undoubtedly the outstanding example of the 
use of the bistate compact concept for the 
better administration of problems of mutual 
interest to the contracting states. 


... proposal to regulate metropolitan 


transit through such a compact is a 
matter of first impression and raises at 
least two interesting legal questions—first, 
whether states may delegate their inherent 
police power to the compact agency, and, 
second, whether the constitutional delegation 
of regulation of interstate commerce to the 
federal government precludes the states, 
acting through an interstate compact, from 
regulating those aspects of interstate com- 
merce which are essentially local in charac- 
ter and are not of general national concern. 
The first question seems to have been 
answered in the affirmative by the Supreme 
Court in Dyer v. Sims, 341 US 22, wherein 
the constitutional right of a state to delegate 
its police power to an interstate agency 
created under the Ohio River Valley Sanita- 
tion Compact was upheld. 

As to the second question, it should be 
noted that although the line of demarcation 
between the spheres of power of the federal 
government and the states over commerce 
has been a shadowy one, it has been estab- 
lished, certainly since 1851 when the 
Supreme Court decided the case of Cooley 
v. Board of Wardens of the Port of Phila- 
delphia, 12 How 299, that there is an area 
within which the states may properly regu- 
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late interstate commerce, provided Congress 
has not pre-empted the field. Following this 
decision there have been many examples of 
federal legislation consenting to the regula- 
tion by the states of various phases of inter- 
state commerce, notably in the fields of 
liquor traffic and prison-made goods. And 
you will remember that under the terms of 
the Taft-Hartley Act the states were al- 
lowed to determine whether they would 
permit the execution or application of agree- 
ments requiring membership in a labor 
organization as a condition of employment 
within the state. 


uT perhaps the most striking example 
B of the extent to which Congress has 
gone in consenting to the regulation by the 
states of interstate commerce is in the 
insurance field. Following the decision of 
the United States Supreme Court, in 1944, 
in U. S. v. Southeastern Underwriters As- 
sociation, 322 US 533, which held that 
insurance was interstate commerce, contrary 
to what for years had been considered the 
well-established rule to the contrary, Con- 
gress passed the Ferguson-McCarren Act, 
delegating to the states exclusive control 
over insurance regulation. This delegation 
was upheld as constitutional in Prudential 
Insurance Co. v. Benjamin, 328 US 408. 

It would seem that Congress, by the very 
act of ratifying the compact between the 
states, would consent, by necessary implica- 
tion, to the regulation by the agency of the 
compacting states of interstate rapid transit 
which obviously is local in nature and is not 
of general national concern. I feel confident 
that there is no constitutional barrier to the 
creation of a bistate transit district, and the 
delegation to that district of proper authority 
and power to effectively cope with the prob- 
lem of mass transportation. I feel, also, that 
from a practical standpoint, there is no 
feasible alternative to the creation of such 
a district. As I said previously, that was 
the one definite recommendation made by 
our commission to the legislatures of the 
two states. The state of New York has 
already passed the necessary legislation for 
the creation of such a district and the bill 
has been signed by the governor of that 
state. The New Jersey senate has likewise 
passed the bill and it is now awaiting action 
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in the house of assembly. In the interest of 
getting on with the solution of a problem 
which is hourly growing more serious, I 
sincerely hope that the lower house will act 
favorably on the bill. 


HIS much is certain: The quality and 
] quantity of suburban mass transporta- 


tion by rail have been steadily deteriorating 
over the past twenty or twenty-five years. 
It has now reached the point, in many areas, 
where total collapse seems imminent. Such 
a catastrophe must be avoided at all costs 
if the economic and social progress of the 
affected regions is to be preserved and 
protected. 





The Conflict in and Self-destruction of Federal Policies 
In the Field of Small Parcel Transportation 


By WILLIAM B. JOHNSON* 


— World War II well-informed per- 
sons in the transportation world have 
recognized the existence and deep roots 
of two major problems. These are generally 
described as the “Small Shipments Prob- 
lem” and “The Passenger Train Deficit 
Problem.” The Interstate Commerce Com- 
mission has extensively investigated each. 
The Small Shipments Investigation was be- 
gun on June 10, 1946, and was dismissed, 
without commission report, on February 1, 
1954.1 The Passenger Train Deficit Investt- 
gation was begun on March 19, 1956; the 
record was closed on June 23, 1958, and a 
report is awaited.2 Since 1946 every ICC 
Annual Report to the Congress has dis- 
cussed one or the other, or both, of these two 
complex and extremely important trouble 
areas.8 

The two problems are not unrelated, so 
far as railroads are concerned. They coalesce 
in the mail and express fields because each 
of those major classes of traffic is composed 
of small shipments and each moves on pas- 
senger trains. 


I* 1957 the mail and express services to- 
gether accounted for more than $650 mil- 
lion of small parcel transportation revenue.‘ 
Railroad and Express Agency investment 
allocable to these two services may be esti- 
mated at over $1.5 billion. The costs of the 
railroads and Express Agency allocable to 


*Assistant general counsel, The Pennsylvania 
Railroad Company, Philadelphia, Pennsylvania. 

Because of the unavoidable absence of Mr. John- 
son at the Los Angeles meeting, the substance of 
the paper he had prepared was presented by Starr 
Thomas, general attorney and commerce counsel, 
Santa Fe Railway, Chicago, Illinois. 


mail and express in 1957 are estimated at 
$825 to $900 million, leaving a deficit in ex- 
cess of $175 million.® The total passenger 
train loss in 1957 was $723 million, which 
was equal to 44 per cent of the 1957 net 
operating income of $1.6 billion from freight 
service.® 

These statistics, some of which are esti- 
mates based on ICC reports and numerous 
cost studies by railroads and others,’ are 
mentioned to establish, first, that small parcel 
transportation by railroad passenger train 
is a big business and, secondly, that it is re- 
sponsible for a large part of the railroad pas- 
senger train losses, and thus of the overall 
railroad financial difficulties. 

To what extent have these small parcel 
losses been the result of conflicting and self- 
defeating federal policies? No one can, nor 
ever will, answer that question in terms of 
dollars. But analysis of those policies will 
demonstrate that they are necessarily re- 
sponsible for a large portion of the losses— 
and, further, that there is little prospect for 
major or lasting improvement until the poli- 
cies are changed. 


The National Transportation Policy 


T might be supposed that there is only one 

federal policy affecting small parcel trans- 
portation—the National Transportation 
Policy adopted by Congress in 1940.8 The 
declared end-purpose of this policy is the 
development and preservation of a trans- 
port system “adequate to meet the needs of 
the commerce of the United States, of the 
Postal Service, and of the national defense.” 
Toward this objective, Congress declared 
that it stands squarely behind: 
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. “fair and impartial regulation 
administered . . . to recognize and pre- 
serve the inherent advantages of each 
[mode of transportation],” 

. the promotion of safe, adequate, eco- 
nomical, and efficient service, 
the fostering of sound economic condi- 
tions in transportation, 

. the maintenance of reasonable [trans- 
portation] charges, 

. the prevention of undue preferences or 
advantages, and unfair or destructive 
competitive practices, and 

6. the encouragement of “fair wages and 
equitable working conditions.” 


Does any federal officer or agency disavow 
any of these announced national objectives? 
Is there any basis, for example, for suggest- 
ing that the Post Office Department, the 
Interstate Commerce Commission, or the 
Congress itself, should not faithfully conform 
their actions to this Natiorial Policy? 


ce policy conflicts doubtless result 


largely from the different roles of fed- 
eral agencies in their relationship to small 
parcel transportation. The Congress Jegis- 
lates, the ICC and CAB regulate, a number 
of executive agencies promote certain car- 
riers’ welfare, and the Post Office functions 
as both the operator of the world’s largest 
small parcel business and the largest single 
user of passenger train service. In perform- 
ing these different functions, each federal 
agency necessarily establishes, however un- 
wittingly, a part of the actual working policy 
of the federal government. If one’s company 
is affected by these federal acts, he has no 
doubt that the policy lies more in what the 
government does, and where it is headed, 
than in what it says. 

Federal small parcel activity in two main 
areas, or relationships, is markedly and 
harmfully inconsistent with the sound and 
accepted principles of the National Policy. 
The first of these is railway and motor trans- 
portation of mail; the second is parcel post 
and railway express competition for small 
parcel business. In addition, the legislated 
policies governing air-line transportation of 
mail are importantly inconsistent with those 
governing railroad transportation of mail. 
The competition, thus far, between railroads 
and airlines in mail carriage has not been 
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extensive, however, and this third area of 
conflict, while striking, will not be discussed 
in this paper.® 


Railroad and Motor Transportation of Mail 


} pes federal policy governing railway 
mail transportation has evolved in three 
stages since 1916, The policy conflicts have 
developed as the evolution occurred during 
these forty-two years. 

The story begins with congressional pas- 
sage of the Railway Mail Pay Act of 1916.!° 
Prior to that time all railway mail transpor- 
tation was by contract with the Post Office 
Department. From 1916 to 1950 practically 
all intercity transportation of mail was by 
railroads, and all under the Mail Pay Act. 

This act was, and still is, unique in rail- 
road transportation law. The Post Office— 
the shipper—was authorized by four sepa- 
rate provisions to accuse, try, convict, and 
fine railroads" for any failure to furnish 
station space and rolling stock, or to sort 
and handle mail in the stations and transport 
it on the specific trains and in the specific 
manner directed by the Post Office regula- 
tions and officers. In return for this com- 
pulsory service, the act provided, and still 
does, that the ICC shall fix fair and reason- 
able rates and that the Post Office Depart- 
ment shall pay these rates.” 

In 1916, of course, there was virtually no 
motor or air transportation. For all practical 
purposes mail had to be carried by railroad. 
The Post Office may, therefore, have needed 
the protection of the extraordinary powers 
then granted it by Congress. 


N 1929 the Supreme Court, interpreting 

the 1916 statute, held that the railroads 
were entitled to increased mail compensation, 
as determined by the ICC after a hearing, 
retroactively to the date that the application 
was filed with the ICC."* Justice Holmes, 
writing for the court, based this decision, not 
on any words in the act, but squarely on the 
railroads’ constitutional right, as of the day 
of protest, to fair and reasonable compensa- 
tion for services performed under the execu- 
tive requirements. The rationale is that the 
1916 act accomplished a continuing seizure 
of railroad services by the government—and 
that this was done by Congress on two prem- 
ises, first, that this rail service was indis- 
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pensable and, secondly, that the railroads 
were in a monopoly position with respect to 
mail traffic. Mail is unique in this respect; 
it is the only railroad traffic on which retro- 
active pay is receivable. 


W; come now to the second chapter in 
the evolution. In 1940 Congress pro- 
vided that, with certain exceptions," the full 
applicable commercial rates, fares, or charges 
established under the Commerce Act shall be 
paid for transportation by any common car- 
rier, thus partially repealing the requirement 
that land-grant railroads carry government 
traffic at substantial discounts.48 Since mail 
rates were not established under the Com- 
merce Act, and similar rate discounts were 
required from land-grant railroads carrying 
mail,4® Congress added that the ICC-fixed 
mail rates “shall be paid” for mail transpor- 
tation. Immediately thereafter, however, it 
attached the significant proviso that any rail- 
road and the United States may enter into 
mail transportation contracts “for less than 
such rate.”?!7 

Bringing together, therefore, the 1940 
proviso and the 1916 act as interpreted by 
the New York Central decision, the railroads 
are constitutionally entitled to just compen- 
sation for the compulsory mail services, and 
the ICC is the tribunal designated to declare 
the amount thereof; but, the railroads may 
contractually waive a part of this compen- 
sation. There are no mail rate tariffs; mail 
rates are not in the same legislated status as 
freight, express, or other rates which are 
established by tariff under the Commerce 
Act. Mail rates are not required to be 
charged; there is no prohibition against re- 
bates to the government shipper. There is no 
minimum rate control to prevent destructive 
or wasteful competition ; and no law against 
discrimination in favor of the Post Office 
Department, even if mail rate reductions 
under the 1940 proviso should be so low as 
to place upon freight shippers or other users 
of rail services the entire mail portion of the 
common and overhead costs, or even a part 
of the direct mail operating expenses. 


Hus the stage for policy conflict was 
legislatively set in 1940: The Post Of- 
fice was specifically required by the 1916 act 
to pay railroads the commission-declared 
just compensation but, on the other hand, 
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the requirement could be ignored under the 
1940 law if the Post Office could persuade 
a railroad to accept less. 

We all know that in its genesis the Com- 
merce Act was largely a recognition of the 
dangers found in the economic power of 
large shippers to force discriminations and 
rate cutting in their special behalf, with con- 
sequent burdens upon others.!® The Post 
Office Department has exclusive control and 
routing power over $350 million of mail traf- 
fic, even excluding air mail (which some- 
times moves by train). And, the Post Office 
can command any rail carrier to serve it as 
it directs. It might have been suspected, 
therefore, that the Post Office would have 
been in a position to secure many rate reduc- 
tions immediately after the 1940 proviso was 
enacted. 

This did not occur, however, until the 
1950’s, for several reasons. One of these 
was—and to some degree it is still true— 
that the Post Office was physically com- 
mitted to railroad service at many of the 
large volume points. Under the 1916 mo- 
nopoly conditions the Post Office and rail- 
roads had co-operated in constructing their 
respective mail terminal facilities adjacent 
to, or over, railroad passenger stations in 
the major cities—these represented large in- 
vestments, not readily replaceable, or alter- 
able for motor service. In addition, the com- 
mission-fixed mail rates remained unchanged 
for nineteen years—from 1928 to 1947—be- 
cause of the depression and World War II. 
At these low rates there was practically no 
motor carrier interest in mail transportation 
and thus limited leverage was available to 
the Post Office for securing rate cuts under 
the 1940 proviso. Even at the beginning of 
1947, therefore, practically all railroads were 
actually receiving the commission-fixed rates 
—the compensation which in 1928 the com- 
mission had found to be then fair and rea- 
sonable on the basis of railroad cost. 


OWEVER, the third chapter in this evolu- 

tion began in February of 1947, when 
the nation’s railroads applied to the com- 
mission for a new determination of fair and 
reasonable mail compensation.!® The case 
was contested for five years but a 25 per 
cent interim increase was granted in De- 
cember of the first year® and, by the end of 
1950, a 48 per cent retroactive increase had 
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been approved,” with future rates still to be 
determined. 

The 48 per cent price adjustment, along 
with the growth of the motor carrier indus- 
try in the 1940’s, led to Post Office inaugu- 
ration in late 1950 of the first over-the-road 
trucking program for mail.*® The program 
has been steadily expanded and now com- 
prises some 664** routes and accounts for 
about $17 million®** in revenue. All indica- 
tions are that it will be greatly expanded in 
the future. 

Is this motor service fairly competitive 
with other surface carriers, and thus con- 
sistent with the National Transportation 
Policy? The answer depends on what kinds 
of motor carriers hold these contracts from 
the Post Office and on the type of rules 
under which they operate. Of some 592 
motor carrier over-the-road mail contracts 
recently examined, 487, or 83 per cent, were 
awarded to persons, corporations, or com- 
panies which perform no service for the 
public as either motor common or contract 
carriers under the Interstate Commerce Act. 


A to the rules, these carriers haul mail 
under contracts executed pursuant to 
the old Star Route Law. This law was writ- 
ten, and has been used for many years, for 
local operations by car or small truck on 
rural routes and between very small post 
offices. The Star Route Law is quite simple, 
requiring only that the Post Office advertise 
for competitive bids, and then award the con- 
tract to the lowest responsible bidder.* For 
the local operations intended to be covered 
by the law, Congress saw no need for the 
normal regulatory test for entry into the 
transportation field or for the normal stand- 
ard for fair competition as between for-hire 
carriers. Thus, there is no requirement of 
an ICC finding that existing services are in- 
adequate, or of ICC certification that the 
new carrier’s entry into transportation is re- 
quired by public convenience and necessity. 
Similarly, there is no maximum or minimum 
rate control, or any function by the ICC, 
and no compulsion on any existing motor 
carrier to transport any mail.2® Likewise, 
there is no requirement that the new mail 
carrier perform any service for the general 
public, or pay union wages. 

The Post Office decides which particular 
mail it sees greatest advantage in diverting ; 


NOVEMBER 6, 1958 


the individual or company decides whether 
to go into the mail transportation business, 
whether to bid and what to bid. The Post 
Office is not required to use common car- 
riers; to the contrary, when it decides to 
forsake the common carrier, it is affirma- 
tively required to look only to the low dol- 
lar. If the new carrier bids too low, he 
eventually goes out of business and someone 
else supplants him, but in the meantime he 
and the Post Office divert the mail from 
carriers who serve the general public and 
who pay wages established under such statu- 
tory procedures as the Railway Labor Act. 
As a practical matter, the diversion, once 
made, is permanent. 


HIS kind of unregulated, marginal mo- 

tor operator inevitably will underprice 
most common carriers, both highway and 
rail. Efforts to meet such competition inevi- 
tably drive the common carrier rates down- 
ward, under the 1940 proviso, in the case of 
railroads, from a fully compensatory to an 
out-of-pocket, or direct-cost, level. Other 
shippers, not situated so favorably as the 
Post Office, are then compelled to carry the 
overhead and joint costs of the common 
carriers. Primarily because of this type of 
competition, there are now some fifty special 
railroad contracts in the Northeast alone, 
under the 1940 proviso. These contracts 
supersede and reduce rates fixed by the ICC 
as fair and reasonable for rail service. 

In the ICC’s Passenger Train Deficit In- 
vestigation," the Assistant Postmaster Gen- 
eral in Charge of Transportation testified 
this year that all railroad mail is now subject 
to truck competition (except possibly some 
transcontinental service) and that about one- 
half of the railroad mail in the East and 
South could be diverted to truck at substan- 
tial savings. He made clear that, in his 
opinion, the Post Office’s sole duty—and, in 
fact its objective—is to pay as little as pos- 
sible for satisfactory mail transportation 
service, and to this end will take advantage 
of all available transport media open to it 
under the law. 


tee we now have these basic conflicts 
in federal mail transportation policy: 
1. The railroads may still be required, 
under the 1916 act, to provide facilities and 
service on the theory that they are indis- 
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pensable and have a position of monopoly. 
But the Post Office, having the benefit of 
extraordinary powers thus conferred, never- 
theless challenges the basis of these powers 
as outmoded, by asserting that virtually all 
railroad mail is now competitive. 

2. The National Policy is to prevent un- 
fair or destructive competition and to en- 
courage fair wages to transportation em- 
ployees. But the Post Office, using Star 
Route laws designed for different purposes, 
is engaged in steady and growing diversion 
of mail from regulated common carriers to 
unregulated specialty operators by highway, 
carriers which are free to pay nonunion 
wages and charge noncompensatory prices 
for as long as they can keep their heads 
above water. 

3. The Post Office is required by the 
Mail Pay Act to pay the fair and reasonable 
rates fixed by the commission—and the rail- 
roads are constitutionally entitled to receive 
those rates. The National Policy is to foster 
sound economic conditions in transportation. 
But the Post Office policy looks to the lowest 
obtainable cost for satisfactory service on 
each particular mail movement,** and it 
actually pays, through competitive pressures, 
less than fair and reasonable rates fixed by 
the federal regulatory agency. 


‘aie Post Office would doubtless justify 
its part in creating those three basic 
conflicts by asserting that it is merely oper- 
ating on what is popularly called a “busi- 
nesslike” basis. Post Office consistency in 
adhering to the “businesslike” approach is 
demonstrated by its opposition to railroad mail 
rate increase applications before the ICC 
with great vigor and at extreme length, as 
in the five-year case begun in 1947 and the 
two-year case begun in July of 1956. Cer- 
tainly this is its privilege and duty, to the 
extent that the opposition is objective and 
seeks only a fair determination by the ICC. 
But is that the case? Or has the proper con- 
cern for the large postal deficit brought Post 
Office opposition in mail rate cases to the 
point of being for the sole purpose of paying 
railroads just as little as possible, without 
regard to rail costs, the public interest in rail 
service, or the interests of other railroad 
users 78° 

In other words, does the Post Office 
litigate in the selfish fashion of a private 


party protecting his own funds, or, on the 
other hand, as a federal executive depart- 
ment conscious of its governmental position 
and the objectives of the National Trans- 
portation Policy? 

The answer is readily available in the 
record of the mail rate cases since 1947. It 
is dramatically illustrated by the postal argu- 
ments advanced in the most recent case on 
the basis of rail-motor competition. In 1951 
the ICC found that the 1928 mail rates 
would have to be increased 131 per cent to 
meet railroad costs of mail service, including 
a fair return on investment. It, nevertheless, 
awarded only a 95 per cent increase, thus 
leaving the railroads, on the day after the 
decision, with an annual mail deficit in ex- 
cess of $60 million. Certain commission lan- 
guage suggested that one of the reasons for 
not fixing the rates so as to equal the costs 
of service was the finding that there was then 
some truck competition for mail, and that 
this competition would increase in coming 
years. 


MPLOYING this same competitive argu- 

ment, the Post Office recently contended 
in the eastern mail rate case that the com- 
mission should again fix the rates at less 
than cost, even as its witnesses computed 
the cost.44 The working Post Office policy 
and aim were thus candidly indicated. Its 
current objective in relation to rail service is 
to have all the commission-fixed mail rates 
established, under the 1916 statute, at less 
than rail cost, on the ground that there is 
truck competition, and later to secure, 
through negotiation and threat of diversion, 
still further contract reductions, under the 
1940 proviso, on the basis of unregulated 
motor competition where and as it develops 
for the specific movements subject to favor- 
able diversion. If this reasoning were ac- 
cepted, the noncompetitive mail would be 
priced below cost, because of the competition 
for other mail, and the competitive mail 
would later be priced still lower. No railroad 
could ever hope, of course, to avoid a mail 
deficit, or to avoid charging other shippers 
the uncompensated cost of mail service. The 
argument is entirely inconsistent, of course, 
with a constitutional guaranty to just com- 
pensation, and it was rejected by the com- 
mission in its decision of last June. The com- 
mission held that the rates should be fixed 
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to meet the cost, as determined by it and 
including a 3 per cent return on mail invest- 
ment.*? 


Wa the Post Office’s position was re- 
jected in this most recent mail case, it 
demonstrates the present “businesslike” 
policy of this large shipper—a part of the 
federal government and the repository of 
extraordinary control over railroad service. 
This policy of this branch of the government 
may thus be summarized as the stimulation 
and use of unrestrained market-place com- 
petition between unregulated marginal oper- 
ators and regulated common carriers for the 
purpose of reducing the postal transportation 
bill to the lowest possible level at which 
satisfactory service can be secured from any 
type or kind of carrier. This lack of concern 
by this federal department for an equitable 
distribution of the rail cost burden between 
all-rail shippers, or for fair competition, or 
for equitable wages and working conditions 
for the employees of all mail carriers, or for 
the financial soundness and preservation of 
the carriers themselves, is directly contrary to 
the National Transportation Policy declared 
by Congress. Why should the Post Office not 
do its part in implementing a unified and co- 
ordinated long-range transportation policy 
for the country? 


Government Competition with Railroad 
Express Service 


HE policy conflict which over the years 

has probably done the greatest cumula- 
tive harm to common carriers of small par- 
cels stems from the government-operated 
parcel post service. This federal small parcel 
service was established in 1912, after exten- 
sive committee consideration and debate in 
the Congress. Two limiting principles were 
basic in this action: 


(1) The Congress did not intend to 
destroy or acquire the privately owned 
express companies, or to take over the 
“heavy transportation business” handled 
by them; and 

(2) The parcel post rates were to be 
fully compensatory so that the service 
would be, as the Senate committee chair- 
man stated, “absolutely self-supporting.’”’** 


Implementation of these two principles 
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would have permitted parcel post to function 
with minimum competition and injury to the 
small parcel carriers doing business as pri- 
vate enterprises. 

Implementation of these policies was at- 
tempted, first, by fixing eleven pounds as the 
maximum weight of any parcel post pack- 
age and, secondly, by a congressional direc- 
tion that the Postmaster General, with the 
consent of the ICC, shall change, from time 
to time, the parcel post weight limits, rates, 
and rules so as to insure parcel post revenue 
equal to parcel post expenses. 

By August of 1931, however, the Post- 
masters General had, by a series of increases, 
brought the weight limit to 70 pounds, thus 
putting the Post Office into competition with 
the great preponderance of the business of 
the privately owned express companies. And, 
instead of being self-supporting, large annual 
parcel post deficits have been customary, 
with a cumulative operating deficit of over 
$1.2 billion from 1926 to 1956.85 


HE World War II inflation brought 

heavy labor cost increases upon Railway 
Express Agency and other small parcel car- 
riers, and the rates were necessarily in- 
creased substantially from 1946 to 1951. Al- 
though bearing similar increased costs, the 
Post Office was slow to increase its parcel 
rates, 

The result was a wholesale diversion 
of commercial small package traffic from pri- 
vate enterprises to the money-losing, low- 
rated parcel service run by the government. 
Railroad express deficits mounted, thousands 
of express employees were laid off, and the 
Post Office facilities were swamped with 
commercial shipments they were never built 
to handle. 

Rather than see the privately owned ex- 
press business completely destroyed by this 
federal competition, the Congress took two 
remedial measures. In 1951, by Public Law 
199,86 82nd Congress, the weight limits on 
parcel post were reduced, on most ship- 
ments, to 40 pounds on 150-mile hauls or 
less, and 20 pounds on the longer hauls. 
Secondly, by Public Law 843,87 81st Con- 
gress, 2nd Session, money appropriations to 
the Post Office were, in effect, conditioned 
upon the Postmaster General’s certification 
either that parcel post was paying its way 
or that a petition was on file with the ICC 









for authority to raise the rates to a compen- 
satory level. 

The first-mentioned action—Public Law 
199—was helpful and effective as far as it 
went ; but it did not go far enough to end the 
federal competition with Railway Express. 
Public Law 843 has not been effective at all 
in removing the destructive character of the 
parcel post competition, for two reasons: The 
first reason is illustrated by the Post Office’s 
most recent petition to increase parcel post 
rates. This petition was duly filed with the 
ICC on April 18, 1957,%* but it was a general 
request for authority to put the rates on a 
compensatory level, without specifying what 
the rates would be. The petition, although 
filed fifteen months ago, has not been pro- 
gressed. No hearing has been requested or 
set. Its filing was a technical compliance, 
however, with Public Law 843. 


La second reason that 843 has been in- 
effective is that the Post Office’s parcel 
post costs do not include the total costs in- 
curred by the federal government to provide 
the service—and, even if they did, those 
costs would not reflect the inherent economic 
advantages of a government-owned business 
over a railroad-owned enterprise such as 
Railway Express. For example, the Post 
Office accounts reflect no expense for retire- 
ment fund, workmen’s compensation, rental 
value of government-owned buildings, inter- 
est on debt, rental of borrowed equipment, 
motor vehicle licenses, gasoline taxes, prop- 
erty taxes, and gross receipts taxes. If borne 
by and charged to the government service in 
the same fashion that a privately owned 
parcel service would have to bear and charge 
them, these costs would approximate $100 
million a year, equal to more than 15 per 
cent of the annual parcel post revenue in 
fiscal 1956.39 

This competition with Railway Express 
and other private carriers of small parcels 
has, of course, been accentuated by the Post 
Office policy of driving the mail rates of 
railroads and other carriers to the lowest 
level which can be obtained. Lower mail pay- 
ments to the railroads mean lower parcel 
post costs for the Post Office, which mean 
lower parcel post rates, which mean more 
packages diverted from express, and thus 
greater express losses and passenger train 
deficits for railroads. So, the less the rail- 
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roads get for hauling mail, the more they 
lose in hauling express. 

And—on top of all this—the Post Office 
now has pending before the ICC a proceed- 
ing aimed at a new reduction in railroad pay 
for hauling mail.“ This new petition is based 
on a contention that it is unfair for the 
railroads to receive more from the Post 
Office for hauling parcel post than they re- 
ceive from their wholly owned Express 
Agency for hauling express. Thus, if the 
parcel post competition is successful—as in- 
deed it long has been—in turning express 
into a serious money-losing business, then 
the law requires, according to the Post Office 
view of a 1916 statute,*! that we also trans- 
port parcel post at an equally serious loss. 


ECALL, if you will, that the National 
Transportation Policy declares federal 
support for fair competition, maintenance of 
reasonable charges, and preservation of com- 
mon carrier services. The federal parcel post 
service, in relation to railway express, 
appears to be operated on a diametrically 
opposite policy, because the government 
competition is not fair, reasonable charges 
are not maintained, and the common carrier 
express service cannot long endure. 

Is it any wonder that Railway Express is 
being characterized as a dying institution? Is 
it any wonder that the mail and express con- 
tribute so heavily to railroad passenger train 
losses? Is it any wonder that most informed 
persons in transportation foresee the in- 
evitability of early and drastic rearrange- 
ments in the small parcel services available 
to the general public? 

Federal policies—those expressed by Con- 
gress, those established by the Post Office as 
a transportation user and as the parcel post 
operator, and those implemented by the 
agencies which regulate railroad services and 
promote or aid the services of railroad com- 
petitors—are undeniably responsible in large 
part for today’s crisis in small parcel han- 
dling and transportation. Unless consistency 
and wholesome purpose are brought to fed- 
eral activity in this field, the common carrier 
railroads, their employees, investors, and pa- 
trons—and indeed the small parcel shipping 
public — will bear consequences’ which, 
strangely enough, are not openly supported 
by anyone in the federal government. 
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An Approach to the Problem of Mass Transportation in 
Urban Areas 






By CLAIR W. MacLEOD* 


| ey honored to be asked to address such 
a distinguished gathering, 

My approach probably will be somewhat 
different from other speakers you have 
heard. 

For I would like to speak to you not just 
as an attorney, but as an attorney and a 
citizen. 

And from this dual réle, which all of us 
in the law profession occupy, I would like 
to discuss with you the very critical prob- 
lem which confronts every major metro- 
politan area in the United States today: the 
problem of mass transportation. 

Some of you probably are asking your- 
selves: “Now, why would anyone want to 
talk on a subject so far removed from law 
and the practice of law at a convention of 
lawyers.” 

Well, for one thing, the subject is not 
removed from law and the practice of law. 
It is very intimately associated with law, 
with lawyers, with the need for new laws, 
and the urgent necessity for new legal 
approaches. 

And, secondly, as I told you, my approach 
is that of an attorney and citizen. 

The problem of mass transportation in 
metropolitan areas will become of increas- 
ing concern to all of us—in both of our 
roles. For upon its solution the salvation of 
our major cities depends. 

This is not just an idle statement. Unless 
we can find some way to stop or reverse 
the steady trend toward the use of more 
and more automobiles for more and more 
purposes, there is good evidence to indicate 
that our big cities, as we think of them to- 
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day, will become things of the past. And 
with them into limbo will go the way of life 
and the manner of doing business that these 
great concentrations of population and em- 
ployment imply. 


| yen we find a new “wonder drug” 
with which to combat “automania,” 
the centralized functions of our great me- 
tropolises will be scattered about the 
countryside—without logic, without plan- 
ning, without regard for efficiency. 

For the plain fact is that our big cities 
and their surrounding metropolitan areas 
cannot hope to cope with steadily increasing 
population and growing congestion by build- 
ing more and more facilities for the auto- 
mobile alone. 

It simply will be physically and financially 
impossible to even begin to provide the 
freeways, the interchanges, the discharge 
ramps, and, most important, the parking 
facilities that will be required by the popula- 
tion of 1970 and 1980 and 1990 if this 
malady—“automania”—goes unchecked. 

I need point no farther than your host 
city to illustrate what I am talking about. 
More than $700 million has been spent here 
in just the past ten years to build freeways, 
yet congestion is worse now than it was in 
1947, and homes, businesses, and industries 
continue to sprawl ever farther across the 
landscape. 

Fortunately, however, in many metropoli- 
tan areas across the country—including Los 
Angeles—a growing awareness of the pres- 
ent problem and the direction in which 
“automania” is leading us has resulted in 
the beginning of some serious efforts to find 
a “wonder drug” to cure the malady. 
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oon have been conducted or are in 
progress in such areas as New York, 
Philadelphia, Boston, Washington, Chicago, 
and Toronto, to name just a few. Mr. 
O’Mara has told you of what has been hap- 
pening in the New York—New Jersey area. 

Out of these studies have come two 
general conclusions: 


One, some efficient way must be found 
to provide for the fast and economical 
movement of people—not automobiles. 


And, second, no one wonder drug will 
work in every area. 


In the San Francisco bay area, the won- 
der drug prescribed to cure congestion ills 
is an extensive and revolutionary system of 
regional mass rapid transit. 


The symptoms were studied for six years 
by the San Francisco Bay Area Rapid 
Transit Commission, -which was created by 
the California legislature in 1951. This 
nine-county commission conducted the first 
complete regional planning study ever made 
of the bay area, drew up a master plan of 
development to the year 1990, and then 
recommended a basic 123-mile rail rapid 
transit system to anticipate and solve the 
development, population, and travel require- 
ments which were revealed crystal clear in 
these studies. 


Noting that the area’s present population 
of more than three million will skyrocket to 
4.8 million by 1970 and to seven million by 
1990, the commission’s engineering consult- 
ants summed up the alternatives with this 
statement, which I quote: 


The dominant question for the bay area 
is whether to accept the stagnation and 
decline of interurban transit and to pre- 
pare for drastic decentralization and re- 
patterning of its urban centers to meet 
the avalanche of automobiles that will re- 
sult—or whether to reinvigorate inter- 
urban transit so as to sustain the daily 
flow of workers, shoppers, and visitors 
on which the vitality of these urban cen- 
ters depends. 


We are convinced that the prosperity 
of the entire bay area will depend upon 
the preservation and enhancement of its 
urban centers and subcenters. Sustain- 
ing these as concentrations of employ- 
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ment, commerce, and culture will depend 
upon the reinvigoration of interurban 
transit. 


That’s the end of the quotation. 


OME of you are probably thinking: “Now 

that’s a crazy conclusion. Public transit 

is in trouble everywhere. This is the age 
of the automobile.” 

Well, you are right about public transit 
being in trouble and about this being the 
age of the automobile. But I think you 
would be wrong about this being a crazy 
conclusion. 

The San Francisco bay area never will 
be able to cope with its congestion problems 
by building more and more freeways and 
facilities for the automobile alone. It does 
not have the space, it does not have the 
money, and it does not have the inclination 
to provide all the freeways and all the park- 
ing space for everyone to drive an auto- 
mobile. 

Can any of you ever imagine how New 
York would cope with its seven million peo- 
ple without its extensive, although somewhat 
outdated, rapid transit system? The pros- 
pect is unthinkable, and just how unthink- 
able is pointed up in the urgent two-state 
study of how to expand and improve the 
present system which Mr. O’Mara described 
to you. 

The Bay Area Rapid Transit Commission 
studies made it clear, however, that conges- 
tion can only be licked through a joint use 
of freeways and rapid transit—with free- 
ways providing facilities for trucks, buses, 
and those workers who must drive their 
cars and rapid transit providing transporta- 
tion for the great mass of workers who 
simply want to get to and from their jobs 
in the fastest, most economical way possible. 

Now what is this “magical” rapid transit 
I am talking about. Actually, there is no 
precise definition of rapid transit that every- 
one will agree on. But, generally, it is 
characterized by the operation of rail equip- 
ment at very high average speeds and at 
frequent intervals over entirely private and 
grade-separated rights of way. The fact 
that it does not contribute to, nor is it 
affected by, congestion on city streets and 
freeways accounts for its rapidity. 
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APPENDIX 


ECAUSE it can operate at high speeds and 

because of the inherently great carry- 
ing capacity of rail cars, rapid transit can 
move 40,000 people per lane per hour. In 
addition, no automobile parking space need 
be provided for rapid transit users. 

In contrast, city streets can move only 
twelve hundred persons per lane per hour in 
automobiles, and the hourly capacity of 
freeways per lane is about two thousand 
people per hour in autos. And parking space 
has to be provided somewhere for every 
car that uses these facilities. 

Other characteristics of rapid transit are 
that stations are spaced far enough apart, 
but at convenient locations, to permit the 
equipment to maintain good speed, that 
passenger loading and unloading are ac- 
complished by means of station platforms 
level with the train doors, and that the 
equipment is characterized by high degrees 
of comfort and safety. 

In making its recommendations, the rapid 
transit commission in the bay area em- 
phasized that rapid transit could not be a 
“second best” operation. If it was to at- 
tract people in sizable numbers from their 
automobiles and achieve its goal of alleviat- 
ing congestion, the system would have to be 
faster, less expensive, and just as convenient 
as driving. 

Keeping these high standards in mind, the 
commission recommended immediate con- 
struction of a 123-mile network of rails on 
entirely private and grade-separated rights 
of way linking the five core counties of the 
bay area. Eventually, this system would be 
expanded into four outlying counties to 
meet population and travel requirements 


of 1980 and 1990. 


UBWAY construction was recommended 
for the densely built-up sections of 
downtown Oakland and San Francisco. An 
underwater tube would tie together the two 
sides of the bay. In less densely built-up 
outlying areas, rails would be laid on the 
ground or in open cuts where possible and 
on elevated structures where necessary to 
take advantage of existing rights of way. 
Over this rail system, the most modern 
trains in the world would operate at top 
speeds of 70 miles an hour to maintain a 
route average of 45 miles an hour, includ- 


ing stops at stations, which would be spaced 
at an average of about every two miles at 
locations determined to be the most con- 
venient to the most number of users. 

During the morning and evening rush 
hours, these trains would operate as fre- 
quently as every ninety seconds through 
key stations. The entire system would be 
integrated so that only in rare instances 
would transfers be required. 

To point up how this system would unite 
in a very real sense the entire bay area, I 
would like to use the hearts of the down- 
town sections of Oakland and San Francisco 
as an illustration. In 1954, and this still is 
true today, the fastest possible time during 
peak hours by any means of ground trans- 
portation between 12th and Broadway in 
Oakland and Powell and Market in San 
Francisco was forty-three minutes. 

With rapid transit the time would be 
only eleven and one-half minutes. Similar 
dramatic savings in time—as well as money 
—would be made possible throughout the 
bay area. 


N*: how does such a system become a 
reality ? 

Well, I spoke earlier about the need for 
new laws and new legal approaches in deal- 
ing with the problem of mass transportation. 

Congestion no longer can be dealt with 
effectively by one city or one political juris- 
diction dealing with just its own specific 
problems. Congestion has become an area- 
wide problem, respecting no political bound- 
aries, and must be dealt with by area-wide 
action. And such action, of course, demands 
an agency empowered to take area-wide ac- 
tion—a new district or a new authority, or 
the broadening of powers of some existing 
agency. 

The Bay Area Rapid Transit Commis- 
sion, of which I have been speaking, was 
created by the California legislature to study 
the area-wide problem of congestion. A 
fact-finding body only, without power to 
take action, it was financed by $800,000 made 
available by the state and by the constituent 
counties. This commission conducted ex- 
tensive engineering feasibility studies and 
financial feasibility studies, both of which 
established that rapid transit was needed 
and that it would be infinitely more desirable 
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—and less expensive—than the alternative 
of doing nothing about congestion. 

Then the commission drew up an act to 
create a district organization embracing the 
five core counties of the bay area and grant- 
ing sufficient powers to enable the new 
agency to take up where the commission had 
to leave off. 

The act was passed by the California 
legislature in 1957 and the district which I 
am proud to serve as president came into 
being ten months ago. 

Our 16-man board of directors is com- 
prised of outstanding civic leaders appointed 
on a basis of county population by the 
boards of supervisors and the city councils 
of the five counties. 

The district is empowered to levy a maxi- 
mum tax of five cents per $100 of assessed 
valuation to finance final engineering and 
financial planning and to conduct a thorough 
public information program. 

Once we have arrived at a final plan, it 
must be approved by each of the five boards 
of supervisors and then by a two-thirds 
vote of the electorate of the district as a 
whole. 


E have a big job ahead of us—par- 

ticularly in view of the fact that the 
estimated cost of the 123-mile system rec- 
ommended by the former commission is in 
the neighborhood of $700 million. But the 
tasks that lie ahead are no more formidable 
and perhaps even less so than the obstacles 
we have overcome in arriving at our present 
point of progress. 

Many tough legal problems lie ahead. For 
instance, how is this system to be equitably 
financed? We do not seriously entertain the 
idea that the entire subsidy can be borne 


by the property taxpayer. Thus, we are look- 
ing for other possible sources of revenue. 
And here are some of the questions we are 
examining in that connection. 

Is rapid transit a “highway purpose,” as 
the term is used in our Constitution, if by 
easing congestion on existing highways and 
freeways we will eliminate the need for 
some additional freeways? If the answer is 
“yes,” then could not gasoline tax receipts 
logically be used to partially finance rapid 
transit ? 

Could sales tax revenues be used to par- 
tially finance the system on the basis that 
rapid transit, by improving traffic circula- 
tion, improves business? 

And still another legal problem: Can a 
state agency such as the California Toll 
Bridge Authority, which owns and operates 
all but one of the bridges across the San 
Francisco Bay, build the transbay link of 
the rapid transit system, using toll revenues 
from other facilities to finance construction? 

Lastly, would a special property tax levy 
on a “zone-of-benefit” formula be feasible 
as a method of partial financing ? 


HESE are some of the legal questions 

which we are examining today and 
which must be answered before rapid transit 
can become a reality in the bay area. 

But I am confident that new legal ap- 
proaches can make possible a new approach 
to the problems of congestion and, in so 
doing, make possible a new and confident 
approach to the future by the bay area and 
its millions of citizens. 

As Samuel Johnson once said: “The law 
is the last result of human wisdom acting 
upon human experience for the benefit of 
the public.” 
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A NEW-DESIGN SWIVEL TERMINAL. With pressure 

: right on center of rotating insulator, swivel oper- 

ates with exceptional ease to prevent torsional 
resistance from line wires. 


8 KNEE-BREAK BLADE CONTACT provides high- 
pressure toggle action without putting extra burden 
on swivel terminal. Maximum operating ease is 
assured with this combination of swivel and 
blade contact. 


GET MAXIMUM EASE OF OPERATION 
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ITH PMB-40 BRAIDLESS SWITCHES 


high-pressure contacts... minimum space requirements 


assure uniform, long-life contact pressure. 


a-Star Braidless. Side-Break Switches 
the advantages of the popular MK-40 
cal-break switch to applications where 
nd space and overhead clearances 
imited. 
\less swivel terminals operate with the 
pressure joint directly on the center 
f rotation, eliminating drag on conduc- 
during switch operation. Knee-break 
principle provides easy entrance and 
irawal of blade from high-pressure 
cts. Large deflections, ason the MK-40, 


Ratings are available from 7.2kv to 161kv 
in 400, 600, and 1200 amperes, with load- 
interrupting and arc-suppressing attach- 
ments on ratings to 69kv. Other hori- 
zontal-break models made with center 
break and double side break. 


Call your Delta-Star representative or write 
for Publication 5604. Dept. 458, Delta-Star 
Electric Division, H. K. Porter Company, 
Inc., 2437 Fulton Street, Chicago 12, Illinois. 
District offices in principal cities. 


Ji. K. PORTER COMPANY, INC. 


DELTA -STAR ELECTRIC DIVISION 


Connors Steel, Delta-Star Electric, Disston, Forge & Fittings, Leschen Wire Rope, Quaker Rubber, 
Refractories, Riverside-Alloy Metal, Vulcan-Kidd Steel, H. K. Porter Company (Canada) Ltd. 


























Industrial Progress 


Arkansas Power Plans for 
New Unit Approved 


THE Arkansas Public Service Com- 
mission approved a plan by Arkansas 
Power & Light Company to construct 
and operate a large steam electric 
generating station on the Mississippi 
river. 

The plant is planned to have an 
ultimate capacity of some 1.5 million 
kilowatts. It will have four generat- 
ing units, including a 325,000-kilo- 
watt turbine generator furnished by 
Westinghouse Electric Corporation. 

The plant’s boilers will be fired with 
natural gas, up to 75 million cubic 
feet a day, to be supplied under a 15- 
year contract with Arkansas Louisiana 
Gas Company. 


Computers Playing Increasingly 
Important Role in Power Industry, 
Conference Hears 


COMPUTERS are playing an in- 
creasingly important role in the pro- 
duction, transmission and distribution 
of electric power, a three-day Power 
Industry Computer Application Con- 
ference, sponsored by the American 
Institute of Electrical Engineers, was 
told recently. 

The digital computer was described 
as a “valuable tool” in economic studies 
of future operations by Robert A. 
Markel and William C. Marble, of the 
Philadelphia Electric Company, in a 
paper, “The Digital Computer as a 
Tool in Estimating Electric Power 
Production Expenses for Future Con- 
ditions.” 

V. Converti, of Arizona Public 
Service Company, in a paper, “Power 
Systems Studies Made on UNIVAC,” 
said that advantages of using such a 
large scale digital computer are: Solu- 
tions are obtained rapidly, no reading 
or plotting of results is necessary as 
comprehensive tabulations of solu- 
tions are complete in themselves; no 
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further calculations to reduce meas- 
ured values are necessary ; setting-up 
time of studies is at a minimum be- 
cause of case availability on magnetic 
tape and a complete reference library 
of system input-output is available to 
the svstem engineer. 


W. H. Osterle, of West Penn Pow- 
er Company, Greensburg, Pa., and 
Mel Kaye, of Royal-McBee Corpora- 
tion Hollywood, Calif., described the 
latter company’s LGP computer solu- 
tion of electric load flow problems on 
a system with 100 busses and 270 
lines. They said the solution “com- 
pares quite favorably” with larger 
computers when the difference in rent- 
al or purchase price is considered, and 
that the time of solution compares 
favorably with alternating current net 
work computers. 

Two Westinghouse Electric Corpo- 
ration engineers, R. M. Sexton and 
S. A. Balik, in a paper, “Design of 
Armature Coils for Large A.C. Mo- 
tors by Means of High Speed Digital 
Computers,” said that the use of 
UNIVAC for highly repetitive opera- 
tions involving a combination of cal- 
culations resulted in a substantial sav- 
ing in man-hours of a technician’s 
time, and even greater future time sav- 
ings are possible “by combining the 
results of the existing program with 
those being developed for stock con- 
trol, methods analysis and other phases 
of processing conventional manufac- 
turing information.” 

“Digital Computer Solution of Dis- 
tributed Parameter Problems in FElec- 
trical Machines,” was the title of a 
paper presented by D. T. Bewley and 
L. M. Harvey, General Electric Com- 
pany, Schenectady, N. Y. They said 
that digital computers are valuable in 
the study of such problems as the ef- 
fects of a lightning stroke on the 
armature of a d-c machine or the eval- 
uation of the resistance of the arma- 
ture. Such problems, with the aid of 





a digital computer “may | 
rigorously in a relatively s 
of time,” they said. 
The computer has beco: 
sity and has value beyond 
ureable in terms of dollars, 
rington and N. H. Larn y 
General Electric Compan 
paper, “Experience in Using 
Speed Computer in the 
Large Turbine Generators, ’ 
they described the use of the IBM ap 
ihe e! 
They added that the computer igpse W! 
essential factor in a number of stu follo 
Computer usage is an integral pag! Mut 
an engineer’s work, they said, Jmulas 
A third General Electric engi 
team, G. E. Adams and J. E. Gf 
gross, presented a paper, “The I~ 
650 as a Tool for Analysis of Trt™@l- 
mission and Distribution Sys eleas 
Problems.” They said that there 
wide range of distribution and t 
mission system problems for w ! 
this computer is a valuable and nge \ 
venient tool because: Many probig‘USt©' 
which are too lengthy for hand 4 gh fa 
lation can be undertaken ; producti” 
is increased and man power 1s 
leased for more creative work, 
increased information results in 
knowledgeable engineering decisi 


Westinghouse to Share Po 
System Digital Computer 
Programs 


systems have been offered | 
dustry on a share basis b: 
house Electric Corporatior 
In making the announce: ¢ 
Dillard, manager of the 
electric utility engineering ¢ | 
said, ‘““We believe that maxi: 1 
fit to the industry can be 0 
establishing an organizati: 
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een various segments of the 


spose,” he said, “that man- 
and utilities join together 
clearing house for this pur- 
ips administered by an or- 
such as EFI.” 
this program started,” Mr. 
lded, ‘““Westinghouse will 
to such a clearing house in 
ate future, eight basic pow- 
programs for use on IBM- 
ters. These will include our 
zrams, such as economic 
+h, is well as our recently de- 
hort-circuit and transient 
rograms.” 
nterim period while such a 
suse is being set up, West- 
ill make the programs avail- 
lities that have gained fa- 
y with their use at the com- 
y's East Pittsburgh facilities. 
[r, Dillard also stated that addi- 
al programs now being developed 
Westinghouse would be made 
ilable periodically as they were 
pleted and debugged. 
rhe eight programs that Westing- 


‘Mise will first make available involve 


egral pa 
said. 


following problem areas: 1. Self 
! mutual drop coefficients ; 2. Loss 
mulas ; 3. Economic Dispatch; 4. 
Losses; 5. Load Flow; 6. Short 
cuit Studies; 7. Transient Stabil- 


g. 8. Distribution Feeder Voltage 


trol. 


Release of the first eight programs 


subsequent programs, or estab- 


eram clearing house, will 


ment of the proposed computer 
not 
nge \\estinghouse’s present service 
customers who use the East Pitts- 


eh facilities. Also, for those users 
#0 want assistance in using the re- 


sed programs independently, a con- 
ervice at a nominal fee will 
led. 


Magazine Announces 
st for 1959 Adequate 
Wiring Awards 


[agazine has announced that 
esent in 1959, for the fifth 
ve year, its annual awards 
‘anding achievement in the 
n of adequate wiring and re- 
vities. In making the an- 
nt, Alan Waxenberg, Appli- 
‘ket Development Manager 
zazine, said that the winners 
‘OK 1959 Adequate Wiring 
ill be selected in a competi- 

to utility companies, elec- 

ractors and electrical dis- 


ope 


The awards will be presented at the 
15th Annual Wiring Promotion Con- 
ference, to be held at the Jung Hotel 
in New Orleans, February 26th and 
27th of next year. 

In pointing out that the competition 
is open to all members of the electrical 
industry groups mentioned above, Mr. 
Waxenberg stressed that contestants 
in small communities have an equal 
chance to win with contestants han- 
dling a large amount of business in 
metropolitan areas. The size of the 
contestant’s business, and the size of 
the community in which he operates, 
will be taken into consideration in 
judging the effectiveness of his ac- 
complishments. 

The LOOK Awards are given for 
the most effective local campaigns 
aimed at encouraging improvements 
in the wiring of homes and business 
establishments. 

The 1959 awards will be presented 
in four categories, and in addition, 
honorable mention plaques will be 
given when earned. The four cate- 
gories are: (1) Community Service 
Award for utility companies having 
over 250,000 meters. (2) Community 
Service Award for utility companies 
having less than 250,000 meters. 
(3) Sales Promotion Award for elec- 
trical contractors. (4) Merchandising 
Achievement Award for electrical dis- 
tributors. 

Requests for entry forms should be 
addressed to Alan Waxenberg, LOOK 
Magazine, 488 Madison Avenue, New 
York 22, N. Y., or to the National 
Adequate Wiring Bureau, 155 East 
44th Street, New York 17, N. Y. 


New Method of Joining Wires 
By Brazing Developed by 
Rome Cable 


A NEW system for electric brazing 
solid and stranded wire—particularly 
copper wires—has been developed by 
Maurice G. Steele, development engi- 
neer of Rome Cable Corporation, 
Rome, New York. A U. S. patent 
has been awarded to Steele and as- 
signed to Rome Cable. 

Advantages are said to be: Strong- 
er brazes than were possible previ- 
ously, minimum length of stiffened 
wire, minimum annealed length, and 
no distortion of wire shapes during 
the brazing operation. 


Big Growth Seen for 
Gas Industry 


MAJOR gas consuming areas may 
require at least four new, thirty-inch 


transmission lines of 1,000 miles by 
1963 or 1964. 

This is a main conclusion of an 
analysis of the natural gas industry 
prepared by Ford, Bacon & Davis, 
Inc., engineers and business consult- 
ants. 

William B. Poor, vice president, 
said that the problem was “not one 
of demand but of supply.” He termed 
the need for additional lines “a dis- 
tinct possibility” for the Eastern sea- 
board, Great Lakes and California 
areas. 

He predicted that consumption of 
natural gas would grow at a faster 
pace than the nation’s 5 to 7 per cent 
annual increase in energy require- 
ments. 

Mr. Poor said that there were “very 
promising developments” for new gas 
supplies in the Arkansas River basin 
in Eastern Oklahoma and Western 
Arkansas and “encouraging explora- 
tions” in Oklahoma’s Anadarko basin 
and Texas’ Terrell County and Val 
Verde basin. 

“Deeper drilling in some of the old- 
er Appalachian fields also promises 
new supplies,” he said. 


VEPCO Awards Contract for 
New Unit to Stone & Webster 


VIRGINIA Electric and Power Com- 
pany has awarded the contract for 
design and construction of a new 
220,000 kilowatt generating unit at the 
Possum Point power station, near 
Quantico, Va., to Stone & Webster 
Engineering Corporation. 

The new unit is scheduled for com- 
pletion in 1961. To be known as Unit 
No. 4, the new power generating fa- 
cility will bring total capacity at the 
Possum Point Station to 440,000 kilo- 
watts. 

Stone & Webster Engineering has 
named L, E. Chadbourne project en- 
gineer and H. F. Cleary, construction 
manager for the project. 


Gardner Appointed 
By Kerite Company 


J. B. GARDNER has been appointed 
assistant chief engineer of The Kerite 
Company, it was announced recently. 
He fills the vacancy left early this year 
by promotion of Ralph B. Norton to 
chief engineer. 

Mr. Gardner has served the firm 
since 1947 as an electrical engineer at 
the company’s manufacturing plant at 
Seymour, Conn. He will continue in 
his new position to operate from the 

(Continued on page 28) 
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same plant. Up to now, his work has 
been concerned with high voltage cable 
and terminal development and cus- 
tomer engineering problems. He has 
also been in charge of the cable prov- 
ing grounds at Seymour. 

The company, which was estab- 
lished in 1854, manufactures insulated 
cable and wire for the railroad, power, 
and industrial fields. 


A.G.A. Safety Achievement 
Awards Presented to 13 
Gas Companies 
THIRTEEN gas utility and pipeline 
companies received the American Gas 
Association’s Safety Achievement 
Awards at A.G.A.’s 40th annual con- 

vention in Atlantic City recently. 

The awards, made annually to com- 
panies with the lowest accident fre- 
quency rates in the industry, were 
presented by Robert W. Otto, Chair- 
man of Laclede Gas Co., St. Louis, 
who completed his term of office as 
A.G.A. president. The frequency rate 
is the number of disabling injuries 
times a million divided by hours of 
exposure. 

Honor awards were presented to: 


Size 


Bulletin Shows Design 
Improvements in Exide-Manchex 
Batteries 
DESIGN improvements in its new 
line of Exide-Manchex stationary bat- 
teries are reviewed in a new eight- 
page bulletin from Exide Industrial 
Division of The Electric Storage Bat- 

tery Company, Philadelphia. 

Chief among the innovations, which 
increase float-charge service life and 
also fit the battery for cycling service 
applications as well, are new corro- 
sion-resistant positive grids made of 
Silvium. This patented alloy is 100 
per cent more corrosion-resistant than 
pure lead. 

Other advances explained and illus- 
trated in this Bulletin 6205 include: 
new suspended-plate design, enlarged 
reservoir of electrolyte, new open 
spacers, and improved plastic jar de- 
sign. 

The new stationary batteries are 
used in many applications where long, 
trouble-free life is essential. Such 
applications are in electric utilities for 
switchgear and supervisory control ; 
in communications (telephone and 
microwave) ; and emergency lighting 
(unit and central systems). 
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Natural Gas Companies 


1501 or more employees Northern 


1500 
500 


less 


501 to 
101 to 
100 or 


Indiana 
Raa NG. 66cs5.os4a5600050 ess 
Central Illinois Light Co., Peoria, Il. 
lowa Public Service Co., Sioux City, Iowa 
Wisconsin Southern Gas Co., Inc., Lake 
RGAE W ANAS «rant otk exes assets atesea ek Siete 


Public Service Co., 
0.25 
0.00 


0.00 


0.00 


Transmission Companies 


1501 or more employees 
501 to 1500 


101 to 500 
100 or less 


Trancontinental 
Houston, Texas 
Southern Natural Gas Co., Birmingham, 


Michigan Gas Storage Co., Jackson, Mich. 
Wilcox Trend Gathering System, Inc., 
Dallas, Texas 


Gas Pipe Line Corp., 


2.6 


0.00 
0.00 


0.00 


Manufactured and Mixed Gas Companies 


1501 or more employees 
501 to 1500 


101 to 500 
100 or less 


Iroquois Gas Corp., 
Citizens Gas & Coke Utility, Indianapolis, 


The Hartford Gas Co., Hartford, Conn. 
Superior Water, 
PE PMG ide bdpeeinn ed eeaes< 


3uffalo, N. Y. 2.60 


2.94 
7.94 


Light & Power Co., 
0.00 


For a copy of Bulletin 62:5, 
Exide Industrial Division, % he } 
tric Storage Battery Compa y, | 
Box 8109, Philadelphia 1, | 4, 


International Harve: ter 
Introduces New Trave: Cre 


Truck Cabs 
SIX-PASSENGER Tray 1-Ci 
truck cabs for selected me: ‘um 
heavy-duty International tr: +ks | 
been introduced by Internati: »al } 
vester Company, it was annc ince 
L, W. Pierson, manager | { ny 
truck sales. 

The new Travel-Crew cal are 
signed for factory installat: \n 0 
and AC-160 models (16-1 000 
GVW), on A and AC-18. mo 
(19-22,000 Ibs. GVW) ad f 
wheel drive models in these t 
The new cab is also avai'uble 
ACF-180  six-wheel models in | 
rear-axle and all-wheel drive versi 
(30-33,000 Ibs. GVW). 

“Development of the Travel-G 
cab,” Mr. Pierson said, “is a dit 
result of the enthusiastic acceptafl: 
enjoyed by our Travelette, the 
six-passenger cab offered as fact 
equipment on pickups and light-d 
service utility trucks.” 

According to Mr. Pierson, 
Travel-Crew cab is designed for | 
by truck operators in many differ 
businesses, including public utilit 

“In some instances, one truck \ 
a Travel-Crew cab can replace two 
even more conventional trucks as 
smaller Travelette has done,” } 
Pierson said. 

The Travel-Crew cab is roomy, | 
it increases bumper-to-back-of- 
dimensions on all models by only 
inches. 

As a factory option, the Trai 
Crew cab can be purchased unde 
single warranty on a single order, 
factor of major value to truck ov 
ers. Another important feature in! 
Travel-Crew cab developme: + 1 
special provision for 60 and 8 
cab-to-axle dimensions on 
models to permit standard 
stallations without requirin 
modification in the field, Mr. 
pointed out. 


New Delta-Star Color-: 
Film 


A NEW motion picture, den 
ing modern methods and the 


O Ser 


Liquefied Petroleum Gas Companies 

Elizabeth & Surburban Gas Co., Elizabeth 
City, N.C, 
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tion of high voltage power &: 
manufactured by Delta-Star 
Division, H. K. Porter ( 


100 or less 
0.00 


















Hn 62515, Wi. ay ilable for exhibiting. 

ion, ‘he Hited {xpanded Service to the 

Mpary, Piical industry,” the 16 mm film 

Pt, ! a. fi col + and sound, has a running 
of 2; minutes. It begins by com- 

arverter fhe th: opening of the world’s first 

rave: Cre erci.| electric power plant with 





s first commercial atomic 
r pla t at Shippingport, Pa. 
the Shippingport plant in- 





















































me: um of an installation of Delta- 
I tr sks Hl meta enclosed telescoping cover 
nati: ral H-ator -uses. From there the story 
Ann ince bacl. through the manufacture, 
er f még, avd operation of Delta-Star 
men! including products of the 
cal arenas aad Electric Service Works. 
Hat: in o h poi t of dramatic action is a 
6-1 000 fe of tests on the “SG-4” ground- 
“18° mofkwitci: at night, with spectacular 
ad fy ts. 
se tO ser 
fel re & E Offers New Distribution 
ive versigansformer for Underground 
Systems 
= e-CBoMPLETELY new distribution 
1S 4 diff former designed specifically for 
&CPlcation to underground distribu- 
# the systems was unveiled by the 
4 licked & F Corporation of Waukesha, 
*'Beonsin and Portland, Oregon in 
— York on October 9th. The initial 
ed for ns, YAS made to utility execu- 
y differ and representatives of industrial 
Ke utili business publications at the New 
“Bker Hotel. 
truck wil, . ‘ 
lace two tls new_transformer, designated 
acks as Lerra-Tran,” was designed by 
one.” \g & E in cooperation with engineers 
me of the larger utilities to fill 
roomy, gy necds for a distribution trans- 
ack-of- eer lesigned especially for use 
y only gp tesential and commercial un- 
“ * FRroun| distribution systems. It 
e Trag’ides. in a compact unit, an eco- 
d undegfical solution to transformer in- 
e orderlttio.. for underground distribu- 
ruck owe SYSh as. 
ure ini he t .nsformer is completely self- 
ent is taine and is designed to be mount- 
d 84-ingfon © concrete pad above ground 
selec. \. separate enclosure or pro- 
dy @ive © uipment is required for in- 
1, fralatio: To protect the public and 
jerm*men rom accidental contact, all 
par - are enclosed in a locked 
ipari ent and a welded-on cover 
© oundgesed 
or ©. ration and maintenance, ac- 





‘bushings, fuses and discon- 
\ined by opening the hinged 

the operating compartment. 

ate operation, special ex- 

y camped, high-voltage bush- 
~zned for easy cable connec- 
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INDUSTRIAL PROGRESS—( Continued) 


tion, and externally clamped low 
voltage bushings are used. 

A unique high voltage fuse of new 
design, for isolating the transformer 
from the line in the case of a trans- 
former failure, is supplied on protect- 
ed-type transformers. It is of bayonet 
design and can be removed externally 
for replacement of the fuse element. 
In conjunction with this externally- 
replaceable fuse, an externally-oper- 
ated bayonet-type disconnect switch 
has been developed to sectionalize por- 
tions of the circuit. 

The “Terra-Tran” will be available 
initially in single phase units ina range 
of sizes from 15 KVA through 100 
KVA for operation on 4160 Ground 
Y/2400 through 12470 Ground 
Y/7200 volt grounded Y systems. It 
will also be available in 3-phase units 
in a range of sizes 75 KVA through 
300 KVA for operation on all stand- 
ard 2400 through 14400 volt 3-phase 


systems. 


New Bendix Unit Cuts Costs 
Of Data Processing 


A MAJOR price break in the elec- 
tronic computing industry was an- 
nounced recently by Bendix Aviation 
Corporation when it introduced a new 
data-processing system said to cost 
“significantly less” than comparable 
equipment now available. 

3endix has developed an accessory 
called the CA-2 for its low-priced 
G-15 digital computer that gives 
punched-card data-processing capa- 
bilities to the computer—capabilities 
formerly offered only by far more ex- 
pensive machines, the company said. 

The complete system—consisting of 
a G-15, the new CA-2, conventional 
card readers and punches plus a tabu- 
lator—will lease for about $2500 per 
month, compared to $5000 for cur- 
rently used systems with similar capa- 





bilities, according to Maurice W. 
Horrell, general manager of the 
Bendix Computer Division in Los 
Angeles. 


Mr. Horrell said the new equipment 
“will enable smaller businesses, as 
well as present users of computing 
equipment, to obtain a compact, low- 
priced punched-card computing sys- 
tem with the same performance and 
versatility as medium-priced comput- 
ing systems that are now widely used 
throughout the country.” 

The unit, designated as the “CA-2.” 
serves as a link between the G-15 and 
conventional punched-card and tabu- 
lating equipment. “It can process 





standard cards, punched with numeric, 
alphabetic or special character infor- 
mation,” Mr. Horrell said. 

“In addition to initial economy, 
power requirements are one-third less 
and the equipment installation area is 
about one-half that of other systems,” 
Mr. Horrell said. He said it could be 
installed in an average-size office with- 
out any special construction. Deliv- 
eries are scheduled to start early in 
1959. 

Mr. Horrell said that “breaking a 
price barrier in data processing means 
that Bendix is extending the G-15 into 
the multitude of scientific and indus- 
trial data processing problems that re- 
quire use of punched cards and vol- 
umes of printed copy.” 


B&W Awarded Contract By 
lowa Elec. Lt. & Pwr. 


THE Babcock & Wilcox Company 
reported recently the receipt of a con- 
tract for more than $3,000,000 to 
manufacture and install steam gen- 
erating equipment at the Sutherland 
station of the Iowa Electric Light and 
Power Company, in Marshalltown, 
Iowa. 

Planned as part of a multi-million 
dollar expansion program at _ the 
power plant, the boiler will be one 
of the first of its kind ever erected 
west of the Mississippi river. It will 
be fired with three eight-foot diam- 
eter Cyclone furnaces which will burn 
a total of 423 tons of Iowa coal per 
hour at maximum capacity. 

3&W officials stated that it will be 
the first time in the 14-year history 
of the Cyclone furnace that Iowa coal 
has been used as fuel. Recently com- 
pleted tests at the company’s Boiler 
division headquarters in Barberton, 
Ohio, showed that this type of coal, 
which is low in heat value and high 
in moisture ash and sulphur, can be 
burned very efficiently in the Cyclone, 
resulting in an over-all efficiency of 
higher than 88 per cent. 

The successful firing of Iowa coal 
in the Cyclone, spokesmen com- 
mented, also is a significant step to- 
ward aiding the state in its efforts to 
develop its mining industry through 
more widespread application of its 
natural resources. To date, the coal 
has been used exclusively with pul- 
verizer and stoker equipment. 

Developed by B&W, the Cyclone 
furnace employs primarily a surface- 
burning method of combustion that 
represents a departure from previous- 
ly accepted methods. In a Cyclone, 


(Continued on page 30) 
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coal is crushed, not pulverized, to pass 
through a #4 mesh screen, and is 
blown tangentially into the furnace. 
A thin coating of slag forms quickly 
on the inner circumference of the fur- 
nace, and the larger coal particles, ad- 
hering to the slag coating, are burned 
rapidly as the whirling air sweeps 
over them at a velocity of approxi- 
mately 200 miles per hour. 

During this operation, temperatures 
in the Cyclone are substantially above 
that of ash fusion temperature. As a 
result, the melted coal ash remains 
fluid. It drains continuously through 
a tap hole, flows into the bottom of 
the primary furnace and then passes 
as melted slag into a water cooled 
tank for quenching into solid slag and 
easy disposal. 

In addition to burning Iowa coal, 
the boiler will be constructed to fire 
natural gas piped in from Oklahoma 
and Texas and having a heat value 
of 1,000 British thermal units per 
cubic foot. 

Present total capacity of the Iowa 
Electric Light and Power Company, 
now serving 51 counties in central 
and northwest Iowa, is 365,881 kilo- 
watts. The utility’s headquarters are 
located in Cedar Rapids. 


Niagara Mohawk To Build 
100-Mile Gas Pipeline In 
Northern New York 


IN order to extend natural gas serv- 
ice to northern New York, Niagara 
Mohawk will build more than 100 
miles of pipelines from Watertown 
to Massena, according to the com- 
pany’s president Machold. If ap- 
proved by public service authorities, 
the line will make natural gas avail- 
able to Ogdenburg and the Town of 
Massena in 1959, The cost of the pro- 
gram is estimated to amount to more 
than $7 million. 

Preliminary work will be done this 
year. Actual construction will get un- 
derway in 1959, President Machold 
said that Niagara Mohawk decided on 
the new program after careful con- 
sideration of the various ways of se- 
curing natural gas for Northern New 
York. He declared that it was deter- 
mined that the fastest way and best 
way to do it was to build company lines 
connecting with vast sources of sup- 
ply, including the large storage field 
developments in Pennsylvania and 
pipeline connections to the Southwest. 

In addition to firn: sources of nat- 
ural gas supply in the United States, 
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Machold said some natural gas may be 
available from Canada in the future. 
Niagara Mohawk has already in- 
stalled a pipeline under the Iroquois 
Lock on the St. Lawrence Seaway, 
and the New York State Power Au- 
thority has built 24-inch sleeves in the 
Iroquois Dam pier to provide for a 
possible natural gas pipeline between 
the U. S. and Canada. These facili- 
ties would establish a link with Trans- 
Canada Pipeline to provide a second 
source of supply in the event Cana- 
dian gas should become available. 


Generator Ratings Will Increase 
To 800,000 Kva by 1970, 
Engineers Predict 


GENERATORS rated at 800,000 
kva in little more than a decade were 
predicted recently at the National 
Power Conference sponsored by the 
American Institute of Electrical En- 
gineers and the American Society of 
Mechanical Engineers. 

These machines were forecast by 
S. C. Barton, J. A. Massingill and 
H. D. Taylor, of General Electric 
Company, Schenectady, N. Y., if the 
present trend toward higher ratings 
continues. They presented a paper, 
Design Features and Characteristics 
of Large Steam Turbine-Generators. 

“The continuing rapid growth in 
the ratings of 3600 rpm turbine-gen- 
erators over the years is responsible 
for most of their present features, 
both mechanical and electrical,” they 
said... “If the twenty year (growth) 
trend continues generators of more 
than 500,000 kva can be expected to 
be installed by 1965, and 800,000 kva 
in 1970. Many of the developments 
to make such generators possible are 
well along, and others have been 
planned, but it is too early to describe 
these projects .. .” 

“The variety and complexity of the 
many developments underlying the 
phenomenal growth in size of large 
turbine generators, and their improve- 
ment in reliability and smoothness of 
operation, are so great that only the 
high spots of the story can well be in- 
cluded here. A_ significant break- 
through was achieved about five years 
ago with the development of conven- 
tionally cooled generators of over 
200,000 kva, employing double frame 
construction with the new type of core 
mounting . .. A much greater break- 
through followed almost immediately 
with conductor cooling for both rotor 
and stator windings . . . The reliabil- 
ity of these very large generators has 
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been considerably enhanced by th 
velopment of Micapal, a gr: atly 
proved high voltage insula‘ion 
stator coils.” 


Ebasco Announces / 
Appointments 

EBASCO Services Incorpx 
nounced recently the appoir 
H. K. Fairbanks as consul. 1 
engineer ; H. W. Stuber as « 
crete-hydraulic design engi 
A. T. Larned as associate 
in the consulting engineering 

Since joining Ebasco, }\ - 
banks has been Project En 
a large number of hydroek 
thermal electric generating 
He has participated in the se 
sites for several of the larg: 
recently built thermal electri: 
and has supervised the layou 
sign of the civil engineering feat 
of these stations which wer: loci 
in the United States and several 
eign countries. Prior to joi 
Ebasco his work in the field of hy 
electric plant design included the | 
man Dam built by the New Eng! 
Public Service Company and the 
sum Kingdom dams built by the : 
bursen Dam Company. 

Mr. Stuber has been with Eba 
for 36 years. In recent years he 
been project engineer on Cabi 
Gorge Hydroelectric Developm 
and supervisor of the design of 
Kamishiiba Concrete Arch Dam 
Japan. He also designed the Pei 
Arch Dam in Brazil and supervi 
design of the Pelton and North F 
Hydroelectric Developments in 
Pacific northwest. He recently 
turned from Argentina where he 
inspected several potential hydroel 
tric sites. 

Mr. Larned joined Ebasco 
was appointed chief civil engi 
1939 and consulting civil eng: 
1955. Specializing in the d:si 
complete hydroelectric devel 
including dams, tunnels, fl 
penstocks, surge tanks an 
foundations, and in the pr 
of special reports and anal: es 
Larned has earned wide re 
in these fields. His paper 
Evolution of the Modern H 
tric Plant” was included 
A.S.C.E. Centennial Issue « 
actions. In 1935, he rece 
A.S.C.E. James Croes Med: 
paper on the Ariel Arch Da 
ER 6, 
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. , ‘ 63 years of leadership in property valuation 
oe me AMERICAN APPRAISAL company 





























oele tri 
ing 5 Home Office: Milwaukee 1, Wisconsin 
Pe se ct] Offices in 18 cities coast-to-coast 
AT Q« 
ctric stat 
ae BLACK & VEATCH 
ns , CONSULTING ENGINEERS 
wer Electricity, Natural Gas and Water Utilities 
Se\ ‘Tal Production, Transmission, Distribution 
to jo Reports, Design, Supervision of Construction 
Id of hy Investigations, Valuation and Rates 
ded the | 1500 MEADOW LAKE PARKWAY, KANSAS CITY 14, MISSOURI (SINCE 1915) 
ew Engl 
and the 
by the : BONI, WATKINS, JASON & CO., INC. 
th EI Economie & Management Consultants 
vith Eb: 
a he 37 Wall Street 437 Shoreham Bidg. 
rears he| New York 5, N. Y. Washington 5, D. C. 
) bees Rate Cases Management and Market Studies Rate of Return Analysis 
eve opm Cost of Service Determination Economic and Financial Reports 
Sign ot 
ch Dam 
the Peix 
ore DAY & ZIMMERMANN. INC. 
North f . — - 
a. a ENGINEERS & CONSTRUCTORS 
ecently NEW YORK PHILADELPHIA CHICAGO 
here he Design — Electric Line Construction — Management — Reports and Valuations 








% Standby 
% Augmentation 
% 100% Town Supply 


Design ¢ Engineering ¢ Construction 


DRAKE & TOW NSEN 1B) 1) WEST 42ND STREET NEW YORK 36, N. Y. 


‘62 (6 8 © o ae 


Ford, Bacon & Davis 
vatuation JEnginecrs “err cases 


NEW YORK @ CHICAGO e LOS ANGELES 
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FOSTER ASSOCIATES, INC. 


Rate Cases @ Cost of Service and Other Regulatory Methods 
Rate of Return Analyses @ Rate Design 
Natural Gas Field Price Problems @ Economic and Financial Reports 


1523 L STREET, N.W. 326 MAYO BUILDING 
WASHINGTON 5, D. C. TULSA 3, OKLAHOMA 








GIBBS « HILL, inc. 
Consulting Engineers 
DESIGNERS ® CONSTRUCTORS 
Los Angeles NEW YORK Tampa 











GILBERT ASSOCIATES, INC. 


ENGINEERS and CONSULTANTS 


525 LANCASTER AVE. 
FOUNDED 1906 READING, PA. 


WASHINGTON ¢ NEW YORK 








W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studies 
Traffic Surveys—Fare Analyses 


55 Liberty Street New York 5, N. Y. 








Harza Engineering Company 
te ; 


Calvin V. Davis Richard D. Harza E. Montford Fucik 


REPORTS — DESIGN — SUPERVISION 
HYDROELECTRIC PLANTS AND DAMS — TRANSMISSION LINES — FLOOD CONTROL — 
IRBIGATON — RIVER BASIN DEVELOPMENT 


400 West Madison Street Chicago 6, Illinois 











GUSTAV HIRSCH ORGANIZATION, INC. 
1347 West 5th Ave., Columbus (12) Ohio 
Telephone Hudson 8-0611 


Consulting and Supervisory Engineers and Contractors 
Construction and Operation of Utility Enterprises 








HOOSIER ENGINEERING COMPANY 


Erection and Maintenance of 
Electrical Transmission and Distribution Lines 


1350 HOLLY AVENUE ° COLUMBUS, OHIO 
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INTERNATIONAL ENGINEERING COMPANY, INC. 
Design and Consulting Engsneers 


Dams—Power Plants—Transmission Lines—Railroads—Highways 
Investigations—Reports—Plans and Specifications 
Cost Estimates—Supervision of Construction 





74 New Montgomery Street San Francisco 5, California 











JENSEN, BOWEN & FARRELL 
ENGINEERS 
ANN ARBOR, MICHIGAN 
APPRAISALS—IN VESTIGATIONS—DEPRECIATION STUDIES— 
COST TRENDS—REPORTS 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 
DETERMINATION 








Toe Ru ljia n loyovralion 


ENGINEERS ° COOMSTRUCTORS 


POWER PLANT SPECIALISTS 


DESIGN « CONSTRUCTION MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA. 








William S. Leffler, Engineers Associated 
Utility Management Consultants for past 35 years Specializing in 
GAS DEVELOPMENT OF CLASS RATES OF RETURN AND REGULATORY 
ELECTRIC CLASS UNIT COST DETERMINATIONS FOR ee 
WATER RATE STRUCTURE MODERNIZATION AND RATE CASES PROBLEMS 
Send for brochure: ‘“‘The Value of Cost Analysis to Management”’ 
DARIEN, CONNECTICUT 








CHAS. T. MAIN, INC. 


Power Surveys—Investigations—V aluations—Re ports 
Design and Construction Management 
Steam, Hydro Electric and Diesel Plants—Gas Turbine Installations 
BOSTON, MASS. se. CHARLOTTE, N. C. 








Pioneer Service & Engineering Co. 


CONSULTING, DESIGNING AND f : SPECIALISTS IN 
OPERATING ENGINEERS I ACCOUNTING, FINANCING, RATES, 
PURCHASING oy INSURANCE AND DEPRECIATION 
231 SOUfH LA SALLE STREET 





CHICAGO 4, ILLINOIS 

















SANDERSON & PORTER ENGINEERS 
DESIGN e CONSTRUCTION 


NEW YORK NEW YORK 
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Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 3, Ill. 








| STANDARD RESEARCH CONSULTANTS, INC. 


Rate of Return ° Valuations °* Capital Costs 
Customer Surveys ° Depreciation Studies 
Regional Economic Studies °* Property Records 


345 Hudson St. Watkins 4-6400 New York 14, N. Y. 

















DESIGN « CONSTRUCTION 


S tone & We b ster REPORTS + APPRAISALS 





ENGINEERING CORPORATION EXAMINATIONS 
CONSULTING 
ENGINEERING 
New York . Boston Chicago Pittsburgh Houston 
San Francisco Los Angeles Seattle Toronto 














The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—A ppraisals 
Consulting Engineering 


80 BROAD STREET NEW YORK 4, N. Y. 











Whitman, Requardt and Associates 


Publishers of the 35-year-old 














DESIGN—SUPERVISION HANDY-WHITMAN INDEX 
for Public Utility 
REPORTS—VALUATIONS Construction Cost Trends 
Including Hydro-Electric Properties 
1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 
\ EARL L. CARTER 
4 Pm» se Consulting Engineer 
rams‘Aerial Survey 
Coporation PENNSYLVANIAN WEST VIRGINIA, KENTUCKY 
; : : Public Utility Valuations, R t 
Teale fies & tote tor Oe eee Original Cost Studies 
Engineering work. 910 Electric Building Indianapolis, Ind. 
Abrams Bldg. Lansing, Mich. 

















BURNS & McDONNELL ENGINEERS, CONSTRUCTION AND 
: : MAINTENANCE CONTRACTORS 
Engineers - Architects - Consultants for the GAS INDUSTRY 


KANSAS CITY. MO. CONSOLIDATED 
thdipe sendin GAS AND SERVICE CO. 
Phone: DElmar 3-4375 327 So. LaSalle St., Chicago 4, Il. 
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GANNETT FLEMING CORDDRY AND CARPENTER, INC. 


ENGINEERS 


tavestigations—Reports—Appraisals 
Original Cost and Depreciation Studies 
Rate Analyses—insurance Surveys 


HARRISBURG, PENNSYLVANIA 








MINER AND MINER 
CONSULTING ENGINEERS 
INCORPORATED 


GREELEY COLORADO 

















FRANCIS S. HABERLY 


Valuation—Depreciation 
Investigations and Reports 


122 SouTH MICHIGAN AVENUE, CHICAGO 








PITTSBURGH TESTING 
LABORATORY 
Radiography—Soils—Mechanics 
Testing—Inspection—Analysis 
Main Office, Pittsburgh, Pa. 

32 Laboratories in Principal Cities 

















Jackson & Moreland, Inc. 
Jackson & Moreland International, Inc. 
Engineers and Consultants 
ELECTRICAL—MECHANICAL—STRUCTURAL 
DESIGN AND SUPERVISION OF CONSTRUCTION 
ro 
UTILTY, INDUSTRIAL AND ATOMIC PROJECTS 
SURVEYS—APPRAISALS—REPORTS 
MACHINE DESIGN—TECHNICAL PUBLICATIONS 
BOSTON NEW YORK 








-\. S. SCHULMAN ELEctTrRIc Co. 


Electrical Contracting Engineers 
founded 1890 
PowER STATION—INDUSTRIAL— 
COMMERCIAL—TRANSMISSION LINES— 
DISTRIBUTION 


2416 S. MICHIGAN AVE., CHICAGO, ILL. 
los Angeles 

















PETER F, LOFTUS CORPORATION 


Design and Consulting Engineers 
Electrical * Mechanical * Srructural 
Civil * Nuclear ¢ Architectural 
Saeco RIRST NATIONAL BANK BUILDING 
Pittsburgh 22, Pennsylvania 








The R.W. STAFFORD CO. 


GAS CONSULTANTS — ENGINEERS 
CONSTRUCTORS 
Natural Gas Conversions 
Plant Management & Operations 
Accident & Insurance Investigations 
Peak Shaving & Standby Plants 
EVANSTON, ILLINOIS 
2944 Grant St, Phone UNiversity 4-6190 














LUTZ & MAY COMPANY 


Consulting Engineers 


STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGNS—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 








SVERDRUP & PARCEL 
Engineers & Consultants 
Design, Construction Supervision 
Steam and Hydro Power Plants 
Power Systems—Industrial Plants 
Studies—Reports 


St. Louis ° San Francisco ° Washington 











J. F. MceMAHON ASSOCIATES, INC. 


Engineering Consultants 


INSTRUMENTATION AND CONTROL 
STUDIES @ REPORTS 
DESIGN @ SUPERVISION 


P. O. DRAWER 3908, SHAKER jr STATION 
CLEVELAND 20, OHIO 
GArfield 1-4834 














A, W. WILLIAMS INSPECTION CO., INC, 


Specialized Inspection Service 





Poles, Crossarms, Lumber, Piles, Crossties 
Preservative Treatment and Preservative Analysis 


208 Virginia St., Mobile, Ala. 
New York St. Louis Portiand 


Inspectors stationed throughout the U.S.A. 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Liew products and services cover a wide range of utility needs. 


A 


Abrams Aerial Survey Corporation .... 
*Allen & Company . 

*Allis-Chalmers Manufacturing Company 
American Appraisal santa The .. ee 
*AMP Incorporated oe 
Analysts Journal, The 

*Anchor Metals, Inc. 


B 
*Babcock & Wilcox Company, The 
Black & Veatch, Consulting Engineers 
*Blyth & Company, Inc. 
Boni, Watkins, Jason & Co., Inc. 
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AMifelines of the nation / 


Playing a dynamic role in the economy 
of our nation, the investor-owned Utility 
Industry continues to expand its life- 
lines of service. Not only meeting the 
needs of today’s consumers, but prepar- 
ing also for an atomic age, Utilities are 
faced with enormous capital expansion 
requirements. 


To assist in the many financial complexi- 
ties accompanying this growth, Irving 
specialists are ready with new and sound 
approaches. Our Analytical Studies, 
Seminars, and Round Tables, may bring 
added vitality to your capital planning, 
financing, or cultivation of the financial 
community. 


For more information, call Public Utilities Department at DIgby 43500 
or write us at One Wall Street 


IRVING TRUST COMPANY 


One Wall Street, New York 15, N.Y. 


Capital Funds over $130,000,000 


Ricnarp H. West, Chairman of the Board 


Total Assets over $1,600,000,000 


Grorce A. Murpny, President 


Public Utilities Department—Joun F. Cuitps, Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 








HOW PROGRESS IN BUSHING STANDARDIZATION HELPS UTILITIES 
New General Electric TBI* Bushings 
will lower utility inventory costs 


Electric utilities can expect to save 
$5,000,000 in the next few years by 
cutting their bushing inventories as 
much as 75 percent. The savings 
will be the result of General Elec- 
tric’s company-wide effort to stand- 
ardize on only eight basic bushings 
within the entire 23-kv to 196-kv 
ASA range. The new bushings will 
be directly interchangeable between 
power transformers, medium trans- 
formers and oil circuit breakers of 
the same voltage class. 

The new standard transformer 
and circuit breaker bushings, called 
the TBI (Transformer Breaker In- 
terchangeable ) line, provide another 


weapon to fight inflationary cost 
trends. The TBI line will simplify 
ordering and stocking procedures by 
reducing the number of bushing 
ratings needed. This will permit 
electric utilities to reduce bushing 
inventories or to pool inventories 
within their system. 


Only a manufacturer of both bush- 
ings and associated power appara- 
tus could effect the standardization 
which the TBI line provides. By 
combining the engineering, research 
and manufacturing skill for its power 
transformers, circuit breakers and 
medium transformers, General Elec- 
tric was able to achieve these extra 





values for the nation’s utilities. 
For more information on (reneti 

Electrics TBI bushings, conta 

your nearest Apparatus Sale: Offi 


*Transtormer Breaker Interchangeable. wl 
Tradename of the General Electric Co. 
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